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OPTIONS  FOR  HEALTH  INSURANCE:  REQUIRE- 
MENTS  FOR  HEALTH  CARE  COST  CONTAIN- 
MENT 


THURSDAY,  JULY  11,  1991 


House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Health, 

Washington,  D.C. 
The  subcommittee  met,  pursuant  to  notice,  at  10:09  a.m.,  in  room 
1310A,  Longworth  House  Office  Building,  Hon.  Fortney  Pete  Stark 
(chairman  of  the  subcommittee)  presiding. 
[The  press  release  announcing  the  hearing  follows:] 
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FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #17 

WEDNESDAY,   JUNE  26,    1991-  SUBCOMMITTEE  ON  HEALTH 

COMMITTEE  ON  WAYS  AND  MEANS 
U.S.   HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,   D.C.  20515 
TELEPHONE:    (202)  225-7785 


THE  HONORABLE  PETE  STARK   (D.,   CALIF.),  CHAIRMAN, 
SUBCOMMITTEE  ON  HEALTH, 
COMMITTEE  ON  WAYS  AND  MEANS,   U.S.   HOUSE  OF  REPRESENTATIVES, 
ANNOUNCES  A  HEARING  ON  OPTIONS  FOR  HEALTH  INSURANCE: 
REQUIREMENTS  FOR  HEALTH  CARE  COST  CONTAINMENT 


The  Honorable  Pete  Stark  (D. ,  Calif.),  Chairman, 
Subcommittee  on  Health,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  announced  today  that  the  Subcommittee  will 
hold  a  hearing  on  options  for  health  insurance:     requirements  for 
health  care  cost  containment.     The  hearing  will  be  held  on 
Thursday,  July  11,   1991,  beginning  at  10:00  a.m.,   in  room  1310A 
Longworth  House  Office  Building. 

In  announcing  this  hearing  Chairman  Stark  said,  "Our  health 
care  system  is  currently  on  track  to  spend  over  $1.5  trillion  by 
the  year  2000.     A  rate  of  growth  that  high  makes  the  task  of 
covering  every  American  just  that  much  more  difficult.  Any 
serious  health  care  reform  proposal  must  include  a  strong, 
credible  program  of  health  care  cost  containment." 

Oral  testimony  will  be  heard  from  invited  witnesses  only. 
However,  any  individual  or  organization  may  submit  a  written 
statement  for  consideration  by  the  Subcommittee  and  for  inclusion 
in  the  printed  record  of  the  hearing. 

BACKGROUND 

Health  care  costs  are  increasing  at  a  very  rapid  rate. 
National  health  expenditures  were  $27.1  billion  in  1960, 
5.3  percent  of  the  gross  national  product  (GNP) ,  and  they  rose  to 
$249.1  billion  in  1980,   9.1  percent  of  GNP.     By  1989,  national 
health  expenditures  reached  $604.1  billion,  11.6  percent  of  GNP. 

Health  care  spending  increased  dramatically  in  the  early 
1980s,  with  annual  growth  rates  in  nominal  terms  exceeding 
15  percent  in  both  1980  and  1981.  Growth  rates  were  more  moderate 
in  the  mid-1980s  but  have  accelerated  again  since  1986.     The  rate 
of  growth  was  10.5  percent  in  1988  and  11.1  percent  in  1989. 

Even  when  adjusted  for  the  underlying  inflation  in  the 
economy,  national  health  expenditure  growth  is  high  and  expected 
to  remain  high,  absent  further  action.     From  1960  to  1989, 
adjusting  for  inflation,  national  health  expenditures  rose  at  an 
average  annual  rate  of  6.7  percent.     Current  estimates  indicate 
that  real  spending  for  health  care  will  rise  about  four  percent 
per  year  through  the  end  of  the  decade. 

In  the  year  2000,  health  care  spending  in  the  U.S.  is 
expected  to  exceed  $1.5  trillion  and  to  consume  about  fifteen 
percent  of  GNP. 

U.S.  health  care  expenditures  are  much  higher  than  those  of 
other  industrialized  nations.     In  1965,  real  per  capita  spending 
on  health  care  in  the  U.S.  was  $742   (in  1987  constant  dollars), 
compared  to  $557  in  Canada,   $402  in  West  Germany,   $209  in  Japan, 
and  $3  35  in  the  United  Kingdom.     In  1987,  real  spending  per 
capita  was  $2,051  in  the  U.S.,   $1,515  in  Canada,   $1,073  in  West 
Germany,  $917  in  Japan,  and  $751  in  the  United  Kingdom. 


(MORE) 
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DETAILS  FOR  SUBMISSION  OF  WRITTEN  COMMENTS: 

For  those  who  wish  to  file  a  written  statement  for  the 
printed  record  of  the  hearing,  six  (6)  copies  are  required  and 
must  be  submitted  by  the  close  of  business  on  Thursday, 
July  25,  1991,  to  Robert  J.  Leonard,  Chief  Counsel,  Committee  on 
Ways  and  Means,  U.S.  House  of  Representatives,  1102  Longworth 
House  Office  Building,  Washington,  D.C.  20515.     An  additional 
supply  of  statements  may  be  furnished  for  distribution  to  the 
press  and  public  if  supplied  to  the  Subcommittee  office, 
1114  Longworth  House  Office  Building,  before  the  hearing  begins. 


FORMATTING  REQUIREMENTS; 

Each  statement  presented  for  printing  to  the  Committee  by  a  witness,  any  written  statement  or  exhibit  submitted  for  the 
printed  record  or  any  written  comments  in  response  to  a  request  for  written  comments  must  conform  to  the  guidelines  listed  below 
Any  statement  or  exhibit  not  in  compliance  with  these  guidelines  will  net  be  printed,  but  will  be  maintained  in  the  Committee 
files  for  review  and  use  by  the  Committee. 

1 .  All  statements  and  any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and  may  not 
exceed  a  total  of  1 0  pages. 

2.  Copies  of  whole  documents  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit  material  should 
be  referenced  and  quoted  or  paraphrased.  All  exhibit  material  not  meeting  these  specifications  will  be  maintained  in  the 
Committee  files  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or.  for  written  comments,  the  name  and 
capacity  of  the  person  submitting  the  statement,  as  well  as  any  clients  or  persons,  or  any  organization  for  whom  the  witness 
appears  or  for  whom  the  statement  is  submitted. 

4.  A  supplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where  the  witness 
or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  comments  and  recommendations 
in  the  full  statement.  This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.  Statements  and  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  the  press  and  public  during  the  course  of  a  public  hearing, 
may  be  submitted  in  other  forms. 
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Chairman  Stark.  The  subcommittee  will  commence,  and  I  will 
apologize  in  advance  to  my  colleagues  and  to  our  guests  and  my 
staff.  We  are  a  little  shaky  this  morning.  We  have  a  lot  of  events 
going  on.  The  Whip's  race  at  the  Democratic  Caucus  is  proceeding 
as  we  begin,  so  we  will  from  time  to  time  need  to  recess  for  votes. 
Also  we  have  a  delay  in  one  of  our  most  distinguished  witnesses  in 
the  air.  We  will  recess  shortly  before  noon,  reconvene  at  2  p.m.  in 
room  B-318  Rayburn. 

With  that,  I  would  like  to  suggest  to  you  that  our  hearings  on 
health  insurance  options  will  continue  today.  We  focused  on  insur- 
ance protection  and  costs  in  the  past,  and  in  today's  hearings  we 
are  going  to  try  to  gather  some  information  on  the  requirements 
for  cost  containment. 

No  health  plan  can  survive  without  dealing  with  the  issue  of  cost 
containment,  if  for  no  other  reason  than  the  thought  of  the  Chair 
presiding  over  a  budget  with  his  10  colleagues  that  exceeds  that  of 
the  Defense  Department  ought  to  put  the  fear  of  God  into  0MB 
and  more  conservative  people  across  the  country.  They  can't  let  it 
happen.  So,  that  is  the  threat  that  ought  to  keep  them  in  line. 

Rising  health  insurance  premiums  lead  management  to  propose 
benefit  restrictions,  which  would  have  been  unthinkable  years  ago. 
In  some  cases,  these  decreases  have  led  to  outright  termination  of 
dependent  coverage,  and  the  result  is  that  the  number  of  unin- 
sured or  underinsured  has  increased  significantly. 

Working  Americans  probably  don't  value  their  health  coverage 
as  much  as  they  should  until  they  see  the  threat  of  losing  it,  at 
which  case  the  reaction  of  workers  to  proposals  has  been  very  neg- 
ative. It  is  fair  to  say  that  disputes  over  health  benefits  have  been 
one  of  the  leading  causes  of  strikes  over  the  last  5  years. 

Some  have  proposed  that  a  voluntary  approach  to  this  problem 
would  work.  I  recall  the  voluntary  effort  of  the  1970s  and  its  ulti- 
mate failure.  Unfortunately,  voluntary  approaches  have  never 
worked. 

I  am  also  skeptical  about  reliance  on  the  private  sector  or  the 
private  market  approach  to  containing  costs.  I  am  convinced  that 
meaningful  cost  containment  is  beyond  the  capability  of  what  we 
think  of  as  the  free  market. 

A  broad,  mandatory  program  based  in  the  public  sector  is  the 
only  way  that  the  Chair,  at  least,  has  been  able  to  determine  that 
it  is  possible  to  reach  our  goals  of  reasonable  cost  containment. 

The  bottom  line  that  I  am  leading  to  is  clear.  We  can't  afford  to 
provide  unlimited  amounts  of  resources  to  a  flawed  health  care 
system  which  doesn't  cover  all  of  our  citizens.  Spending  I2V2  per- 
cent of  our  gross  national  product  is  enough.  If  we  spend  it  effi- 
ciently, we  ought  to  be  able  to  care  for  every  resident  in  the  United 
States. 

I  hope  that  today's  hearing  will  help  us  develop  ways  to  do  just 
that,  and  I  look  forward  to  our  witnesses'  testimony. 
[The  prepared  statement  follows:] 

Opening  Statement  of  Hon.  Fortney  Pete  Stark,  a  Representative  in  Congress 
From  the  State  op  Caufornia 

Today  the  subcommittee  continues  its  series  of  hearings  on  health  insurance  op- 
tions. These  hearings  have  focussed  on  the  twin  issues  of  health  insurance  protec- 
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tion  and  rising  health  care  costs.  Today's  hearings  will  focus  on  requirements  of 
health  care  cost  containment. 

We  simply  cannot  ignore  the  ever-increasing  costs  of  health  care.  Our  health  care 
system  is  currently  on  track  to  spend  over  $1.5  trillion  by  the  year  2000.  A  rate  of 
growth  that  high  makes  the  task  of  assuring  universal  coverage  just  that  much 
harder. 

I  believe  that  any  serious  health  care  reform  proposal  must  include  a  strong  pro- 
gram of  health  care  cost  containment. 

With  employers  reporting  health  insurance  premium  increases  of  20  to  40  percent 
per  year,  the  health  benefits  which  American  workers  have  already  earned  are 
clearly  in  jeopardy. 

Rising  health  insurance  premiums  are  leading  management  to  propose  benefit  re- 
strictions which  would  have  been  unthinkable  10  years  ago.  In  some  cases  these 
changes  lead  to  decreases  in  coverage  for  workers  and  their  dependents,  including 
outright  termination  of  dependent  coverage. 

The  net  result  is  that  the  number  of  uninsured  or  underinsured  has  increased  sig- 
nificantly over  the  last  decade. 

Working  Americans  value  their  health  coverage  deeply  and  the  not  surprising  re- 
action of  workers  to  proposals  to  reduce  benefits  has  been  very  negative.  It  is  fair  to 
say  that  disputes  over  health  benefits  have  been  the  leading  cause  of  strikes  during 
the  last  5  years. 

I  can  imagine  the  difficulties  when  labor  £ind  management  sit  down  at  the  bar- 
gaining table  to  negotiate  compensation  when  one  component,  health  benefits,  is 
growing  uncontrollably.  There  is  no  question  that  increasing  health  care  costs  are 
directly  reducing  the  take-home  pay  of  America's  workers. 

Some  have  proposed  a  voluntary  approach  to  this  problem.  However,  I  recall  the 
voluntary  effort  of  the  late  1970s  and  its  ultimate  failure.  Unfortunately,  voluntary 
approaches  have  never  worked  and  are  doomed  to  fail. 

I  am  also  skeptical  about  reliance  on  private  sector  approaches  to  containing 
costs.  I  am  convinced  that  meaningful  cost  containment  is  beyond  the  capability  of 
the  private  sector  to  achieve.  Only  a  broad  mandatory  program  based  in  the  public 
sector  is  able  to  achieve  our  goals. 

The  evidence  for  this  is  the  Medicare  program  where  costs  are  rising  substantially 
less  than  in  the  private  sector,  about  3  percent  per  year  per  capita  in  real  terms.  In 
addition,  the  experience  with  all-payer  rate  regulation  programs  at  the  State  level 
clearly  show  that  costs  can  be  contained  when  pa5anents  by  all  payers  are  con- 
trolled, or  when  there  is  a  single  payer. 

The  bottom  line  is  clear.  We  cannot  afford  to  provide  unlimited  levels  of  resources 
to  a  flawed  health  care  system  which  doesn't  even  cover  all  of  our  citizens.  Spending 
12  percent  of  our  gross  national  product  is  enough,  if  we  spend  it  efficiently. 

I  hope  that  today's  hearing  will  help  us  to  develop  ways  to  do  just  that  and  I  look 
forward  to  our  witnesses'  testimony. 

Chairman  Stark.  Our  first  group  of  witnesses  comprise  a  panel.  I 
am  pleased  to  announce  that  from  not  only  my  home  district  but 
my  home  town,  the  Alameda  County  Central  Labor  Council  is  rep- 
resented by  Owen  Marron,  who  is  its  executive  secretary  and  treas- 
urer. He  has  long  been  a  friend  of  working  people  and  a  friend  of 
mine,  and  I  look  forward  to  his  testimony. 

He  will  be  joined  by  Bill  Hoffman,  who  is  the  director  of  the 
Social  Security  department  of  the  United  Auto  Workers.  Also,  Cal 
Johnson  is  welcomed  back  to  the  committee.  He  has  frequently 
helped  us  with  his  testimony.  He  is  the  legislative  representative  of 
theAFL-CIO. 

We  will  be  joined  later  by  the  president  of  the  United  Steelwork- 
ers  of  America,  Lynn  Williams.  If  he  arrives  somewhat  later,  we 
will  hear  his  testimony  separately. 

We  would  ask  the  panel  to  come  up  to  the  witness  table.  If  you 
could  summarize  or  expand  on  your  written  testimony,  we  can 
then  get  down  to  some  dialog  as  the  members  inquire,  and  I  hope 
build  a  record  that  will  be  of  some  assistance. 

Owen,  why  don't  you  lead  off  this  morning? 
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STATEMENT  OF  OWEN  A.  MARRON,  EXECUTIVE  SECRETARY- 
TREASURER,  CENTRAL  LABOR  COUNCIL  OF  ALAMEDA  COUNTY, 
AFL-CIO 

Mr.  Marron.  Thank  you,  Congressman  Stark. 

For  the  record,  my  name  is  Owen  Marron.  I  am  executive  secre- 
tary-treasurer of  the  Central  Labor  Council  of  Alameda  County  . 

For  your  information.  Central  Labor  Councils  are  organizations 
chartered  by  the  AFL-CIO  to  assist  the  local  unions  in  a  geographi- 
cal area.  The  Alameda  Central  Labor  Council  has  128  locals  with 
approximately  70,000  members.  These  locals  cover  the  entire  spec- 
trum of  the  labor  movement — professional,  technical,  government, 
public  sector,  private  sector,  manufacturing,  maritime,  trucking, 
transportation,  and  food  service. 

The  labor  council,  due  to  its  location,  has  many  local  unions  that 
have  a  significant  percentage  of  women.  In  fact,  some  of  the  gov- 
ernment local  unions  have  a  majority  of  women,  and  most  locals 
have  a  significant  percentage  of  minorities. 

That  is  enough  background.  You  have  copies  of  my  written  testi- 
mony. I  will  just  try  to  highlight  what  I  consider  the  most  impor- 
tant issue. 

As  Congressman  Stark  stated,  I  have  been  a  member  of  orga- 
nized labor  for  34  years.  Health  care  is  not  a  new  issue  as  far  as 
bargaining  is  concerned.  It  has  always  been  an  issue.  But  over 
about  the  last  10  years,  it  became  more  

Chairman  Stark.  Didn't  it  really  start  in  the  1940s?  We  never 
had  it  as  part  of  the  workplace  before  Roosevelt  said,  "no  more 
wage  increases,"  right? 

Mr.  Marron.  Yes.  That  is  even  a  little  bit  before  my  time.  I  am 
getting  older,  but  not  that  old. 

Chairman  Stark.  It  was  my  time,  though. 

Mr.  Marron.  It  was  always  an  issue,  but  in  about  the  last  10 
years,  it  has  become  more  and  more  of  an  issue  up  until  now, 
where  it  is  the  major  issue  in  bargaining. 

For  an  example,  in  my  statement,  the  labor  council  grants  strike 
sanctions,  which  means  that  other  unions  can  honor  the  picket 
lines.  And  in  the  last  V-k  years,  92  percent  of  the  strike  sanctions 
have  been  over  health  care.  So  that  shows  you  the  all-pervasive- 
ness of  the  problem. 

We  all  know  the  statistics.  As  you  said,  we  spend  $600  billion  on 
health  care.  God  knows  where  it  is  going  to  go  in  5  or  10  years.  I 
don't  think  anybody  knows.  We  don't  spend  it  efficiently. 

The  only  statistics  I  like  to  talk  about  is  that  nationwide,  on  a 
per  capita  basis,  we  spend  40  percent  more  than  Canada,  73  per- 
cent more  than  Sweden,  93  percent  more  than  Germany,  and  127 
percent  more  than  Japan.  But  with  that,  we  still  have  37  million 
Americans  without  health  insurance.  That  is  a  25-percent  increase 
since  1980,  and  we  have  11  million  Americans  who  are  vastly 
underinsured. 

I  won't  say  any  more  about  the  Nation,  because  there  are  people 
here  that  are  much  more  expert  on  the  nationwide  issues  than  I 
am.  I  want  to  bring  it  down  to  California,  which  I  have  some 
knowledge. 
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California  has  long  had  the  reputation  of  being  a  trend  setter, 
and  that,  unfortunately,  is  true  in  health  care  costs.  Our  health 
care  costs  run  about  22  percent  higher  than  those  of  the  rest  of  the 
Nation.  We  have  approximately  6  million  people  in  California  who 
have  no  health  insurance,  and  most  of  those  are,  unfortunately, 
working  adults  or  their  children,  because  they  can't  afford  it. 

We  have  11  million  Calif ornians  who  are  covered  by  one  form  of 
health  insurance  or  another  who  are  fighting  the  struggle  of  health 
care  costs  and  are  losing  the  health  care  cost  struggle. 

Because  of  these  outrageous  costs,  labor  and  management  have 
joined  together  and  tried  various  methods  to  try  to  hold  down  the 
costs,  such  as  joint  labor-management  cost  containment  commit- 
tees, second  option  surgery  programs,  hospital  admission  review, 
preferred  provider  options,  providing  incentives  for  workers  to 
switch  to  HMOs. 

Regarding  HMOs,  a  few  years  ago,  they  were  looked  at  as  the 
salvation  to  hold  down  health  care  costs.  They  do  far  better  than 
the  insurance  programs,  but  they  are  still  not  doing  the  job.  Rough- 
ly half  the  people  in  California  are  covered  by  HMOs.  In  fact,  the 
HMOs  in  California  are  so  popular,  25  percent  of  the  people  cov- 
ered by  HMOs  in  the  Nation  are  from  California. 

What  I  really  want  to  talk  about  is  what  is  happening  at  the 
local  level  and  that  is  happening  to  the  council's  locals.  I  will  give 
you  some  examples. 

One  example  is  a  food  service  local,  small,  about  1,000  people. 
Their  average  wage  is  $6  an  hour.  Over  the  last  4  years,  the  HMO 
health  plan  costs  have  increased  73  percent.  The  insurance  plan 
costs  have  increased  between  82  and  107  percent. 

As  I  stated,  their  wages  are  around  $6  an  hour,  so  that  the  insur- 
ance plan  increase  is  the  equivalent  of  about  $2.40  an  hour.  I 
talked  to  the  health  plan  consultant  before  coming  here,  and  he  es- 
timates by  1995,  the  cost  of  the  health  plan  will  be  as  much  as 
their  salary — $6  an  hour.  Clearly,  an  untenable  situation. 

Chairman  Stark.  Where  do  these  people  work? 

Mr.  Marron.  Restaurants. 

Chairman  Stark.  Restaurants.  Full  time? 

Mr.  Marron.  Yes,  full  time. 

Chairman  Stark.  Well,  they  have  to  be.  Most  restaurants  won't 
have  part-time  workers  under  their  plan  at  all. 

Mr.  Marron.  Right.  And  so  far,  we  have  been  successful  in  de- 
feating the  employer's  demand  of  an  employee  contribution,  but 
the  employer  told  us  flatly  that  unless  the  workers  are  willing  to 
make  a  contribution,  there  will  be  hard  bargaining,  or  the  employ- 
er will  be  willing  to  take  a  strike  on  health  care  costs. 

Chairman  Stark.  Now,  as  those  of  us  know  who  have  worked  the 
front  end  of  restaurants  to  pay  for  our  education  or  our  drinks, 
some  of  that  money  is  in  tips.  Does  that  $6  include  tips? 

Mr.  Marron.  That  $6  is  the  average  of  the  tipped  and  nontipped 
employees,  both  front  and  back.  So  obviously,  when  the  health  plan 
costs  exceed  the  wage,  you  have  a  pretty  serious  problem. 

The  other  option  is  to  try  to  shift  the  cost  to  the  workers,  and 
some  of  the  employers  have  been  successful,  but  they  have  been  so 
successful  that  where  the  employees'  costs  have  gone  up  54  per- 
cent, management's  share  of  the  cost  increases  have  only  gone  up 
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24  percent.  So  they  have  been  very  successful,  but  it  still  doesn't 
really  resolve  the  problem. 

The  deductibles  a  few  years  ago  used  to  be  an  average  of  about 
$100.  Now  they  have  gone  up  to  $400,  so  it  is  just  running  away. 
And  it  is  lowering  the  people's  standards  of  living. 

The  most  flagrant  example  that  I  know  of  is  3  years  ago,  one  of 
the  council's  locals  went  on  strike  for  6  weeks  over  the  issue  of  the 
employer  wanting  a  health  plan  contribution  from  the  workers. 
They  were  on  strike  for  6  weeks.  They  were  forced  to  give  up  $1.35 
an  hour.  They  are  starting  negotiations  now,  and  the  employer  has 
offered  them  85  cents  an  hour  increase  over  the  next  3  years. 

So  what  that  means,  if  they  get  the  85  cents  an  hour,  over  the  6- 
year  period,  because  of  health  care  costs,  the  average  worker  will 
have  lost  $12,820,  which  is  a  pretty  significant  lowering  of  any- 
body's standard  of  living,  even  for  people  in  Washington. 

The  next  issue  is  the  restriction  of  eligibility.  That  is  another 
way  that  employers  have  been  trying  to  reduce  their  health  care 
costs,  such  as  establishing  a  certain  amount  of  hours  worked  to  be 
eligible  for  a  health  plan. 

An  example  is  one  of  the  council's  unions  that  represents  custo- 
dial workers.  Three  years  ago,  they  were  forced  to  accept  140  hours 
per  month  as  the  minimum  to  be  eligible  for  health  care.  As  a 
result  of  that,  by  the  beginning  of  this  year,  80  percent  of  the  work- 
ers were  not  eligible  for  health  care. 

These  are  enough  examples.  All  I  would  like  to  say  is  that  we 
need  to  do  something  now  on  health  care.  The  people  are  support- 
ing it.  There  was  a  Gallup  poll  that  came  out  in  California  last 
month  where  it  showed  that  80  percent  of  the  people  felt  there 
should  be  national  health  insurance.  Seventy-four  percent  said 
they  would  be  willing  to  pay  increased  taxes  for  it,  and  most  impor- 
tantly, 68  percent  of  the  people  in  California  who  voted  for  proposi- 
tion 13  said  that  they  would  be  willing  to  pay  increased  taxes, 
which  I  think  is  significant. 

I  won't  go  over  what  I  believe  a  national  health  care  plan  should 
have,  that  is  in  my  statement.  It  has  to  be  national  health  care  in 
order  to  keep  the  costs  down.  The  last  thing  I  would  say  is  that  the 
time  is  right.  We  need  to  do  it,  and  the  United  States  should  not 
share  the  dubious  distinction  with  South  Africa  of  being  the  only 
major  Western  powers  that  don't  have  a  national  health  care 
system. 

Thank  you. 

[The  prepared  statement  follows:] 
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I  am  Owen  Marron,  Executive  Secretary-Treasurer  of  the  Central 
Labor  Council  of  Alameda  County,  AFL-CIO,  located  in  Oakland, 
California.  I  have  been  a  union  representative  for  34  years.  I  am 
also  a  Vice  President  of  the  approximately  two  million  member 
California  Labor  Federation,  AFL-CIO. 

Central  Labor  Councils  are  organizations  chartered  by  the 
National  AFL/CIO  to  assist  local  unions  within  their  geographical 
territory.  The  Central  Labor  Council  of  Alameda  County  was 
chartered  by  the  AFL  in  1901.  Most  Central  Labor  Councils 
geographical  territories  are  counties  or  cities. 

The  Central  Labor  Council  of  Alameda  County  is  one  of  the 
largest  Central  Labor  Councils  in  California.  The  Council  has  128 
AFL/CIO  local  union  affilitates.  These  local  unions  have  a  total 
membership  of  69,700  members  working  in  Alameda  County.  The 
affiliated  local  unions  represent  a  wide  cross  section  of  workers. 
Aerospace,  automotive,  construction,  grocery,  hospital  and  related 
health  care,  longshore,  manufacturing,  maritime,  newspaper, 
printing,  professions,  public  sector,  service  and  food, 
transportation,  television  and  radio,  telecommunications,  utilities 
and  warehousing. 

The  size  of  the  local  union's  membership  range  from  as  large 
as  6,800  members  to  as  small  as  1  member.  The  membership  of  these 
local  unions  is  comprised  of  a  large  percentage  of  women.  In  some 
locals,  women  are  the  majority.  Minorities  also  are  a  large 
percentage  of  the  local's  membership.  This  diversity  of  people  is 
reflective  of  the  Bay  Area  population. 

The  Central  Labor  Council's  major  functions  are:  1)  secure 
united  action  of  its  affilitated  unions  to  protect,  maintain  and 
advance  the  interests  of  all  working  people  in  the  Council's 
territory;  2)  secure  legislation  in  the  interests  of  working 
people;  3)  establish  a  committee  on  political  education 
(C.O.P.E.);  4)  promote  recognition  and  acceptance  of  collective 
bargaining;  and  5)  unite  all  working  people  regardless  of  sex, 
race,  color,  religion,  national  origin  and  to  fight  discrimination 
in  any  form. 
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A  major  portion  of  the  Central  Labor  Council's  work  is  spent 
assisting  the  affiliated  local  unions  in  collective  bargaining.  If 
the  collective  bargaining  fails,  conducting  upon  request,  strike 
sanction  hearings  and  if  warranted  granting  strike  sanction.  This 
means  other  unions  can  honor  picket  lines.  The  Central  Labor 
Council  also  assists  on  picket  lines  when  necessary. 

During  my  34  years  as  a  union  representative,  I  have 
negotiated  and  helped  negotiate  hundreds  of  collective  bargaining 
agreements,  and  participated  in  numerous  strikes.  Some  long,  like 
the  128  day  1959  National  Steel  Strike,  and  one  as  short  as  two 
hours . 

In  many  of  these  negotiations  and  strikes,  health  care 
benefits  and  costs  have  been  an  issue  of  a  greater  or  lesser 
degree.  However,  beginning  around  ten  years  ago,  health  care 
benefits  and  costs  started  emerging  more  and  more  as  the  dominate 
issue  in  bargaining.  Today,  health  care  benefits  and  costs  are  the 
dominate  and  most  contentious  issue  in  bargaining. 

In  the  two  and  one  half  years,  I  have  been  Executive 
Secretary-Treasurer  of  the  Central  Labor  Council,  91  strike 
sanction  requests  have  been  granted.  In  92  percent  of  the  strike 
sanction  requests,  health  care  has  been  the  major  issue.  These 
strike  sanction  requests  cover  the  majority  of  the  Council's 
affiliated  unions  membership. 

In  the  first  'six  months  of  1991,  except  for  two  strike 
sanction  requests  involving  recognition  and  union  busting,  100 
percent  of  the  rest  of  the  strike  sanction  requests  granted,  the 
dominate  issue  was  health  care  benefits  and  costs.  The  most  recent 
was  the  strike  sanction  request  on  June  21,  when  the  two  local 
unions  that  represent  the  2,000  workers  at  the  Bay  Area  Rapid 
Transit  District  was  granted.  If  this  strike  takes  place,  more 
than  250,000  commuters  will  be  affected  daily  in  the  Bay  Area  to 
say  nothing  of  the  impact  on  all  transportation. 

The  purpose  of  collective  bargaining  is  to  provide  for  a 
peaceful  method  for  workers  and  management  to  resolve  their 
disputes  and  not  to  resort  to  the  law  of  the  jungle.  That  is  the 
purpose  of  the  National  Labor  Relations  Act  (N.L.R.A.),  to  promote 
industrial  peace  through  collective  bargaining.  Up  until 
comparatively  recently,  the  N.L.R.A.  has  worked  reasonably  well. 
On  the  average,  more  than  94  percent  of  the  collective  bargaining 
agreements  were  settled  without  a  strike.  Unfortunately,  now  the 
N.L.R.A.  is  not  working.  What  is  wrong  with  the  N.L.R.A.  is 
another  matter.  It  is  as  serious  of  an  issue  as  the  health  care 
issue  that  is  before  the  committee  today. 

The  out-of-control  run  away  health  care  costs  are  the  primary 
cause  of  strikes  today.  The  skyrocketing  health  care  costs  must  be 
brought  under  control.  We  cannot  continue  to  pay  these  constantly 
escalating  increases  in  health  care  costs. 

We  all  know  the  statistics.  In  1989,  the  United  States  spent 
almost  $600  billion  on  health  care.  Health  care  costs  are 
consuming  a  record  portion  of  the  national  income. 

On  a  per  capita  basis: 

The  United  States  spent    40  percent  more  than  Canada. 

The  United  States  spent    73  percent  more  than  Sweden. 

The  United  States  spent    91  percent  more  than  Germany. 

The  United  States  spent  127  percent  more  than  Japan. 

Despite  this  far  higher  per  capita  spending  than  other  countries, 
more  than  37  million  Americans  have  no  health  insurance.  A  25 
percent  increase  since  1980,  and  millions  of  Americans  are  under- 
insured. 
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This  a  snapshot  of  the  National  health  care  picture.  There 
are  many  people  who  are  far  more  expert  and  knowledgeable  than  I  on 
the  national  scene. 

What  I  will  do  is  expand  on  the  perspective  and  experience  of 
labor  in  California  with  emphasis  on  Alameda  County  on  the  health 
care  benefits  and  cost  care  issue.  As  I  said  previously,  92 
percent  of  the  strike  sanction  requests  granted  by  the  Central 
Labor  Council  in  the  last  two  and  one-half  years,  health  care 
benefits  and  costs  have  been  the  central  issue. 

California  has  long  had  the  reputation  as  a  trend  setter,  and 
the  record  sustains  that  reputation.  Unfortunately,  health  care 
benefits  and  costs  follows  that  pattern  and  is  setting  the  trend 
for  the  rest  of  the  nation. 

More  than  22  percent,  or  six  million  people  in  California 
under  the  age  of  65  have  neither  private  nor  public  health 
insurance.  Eight  out  of  ten  of  these  people  are  working  adults  or 
their  children.  However,  the  uninsured  are  just  the  tip  of  the 
iceberg.  Eleven  million  working  Calif ornians,  of  whom  more  than 
two  million  are  union  members,  are  struggling  to  maintain  decent 
affordable  health  care  for  themselves  and  their  families.  It  is  an 
unending  struggle  that  they  are  loosing. 

California  has  a  long  history  of  being  a  State  with  one  of  the 
highest  health  care  costs.  Costs  run  twenty  percent  higher  than 
the  national  average.  These  higher  costs  have  led  California 
employers  and  unions  to  develop  competitive  programs  in  attempts  to 
hold  down  their  health  care  cost  increases.  Some  of  these  programs 
are: 

Joint  Labor  Management  Cost  Containment  Committees 
Second  opinion  surgery  programs 
Hospital  admission  review 
Preferred  Provider  Option  (P. P.O.) 
Provide  incentive  for  workers  to  enroll  in  Health 
Maintenance  Organizations  (H.M.O.) 

Nearly  half  of  all  Californians  with  private  health  insurance  are 
in  H.M.O. 's.  Approximately  25  percent  of  all  persons  in  H.M.O. 's 
in  the  United  States,  are  Californians.  Despite  these  programs  and 
others,  the  health  care  cost  increases  keep  on  coming. 

The  experience  of  the  health  care  cost  increases  of  one  of  the 
Council's  affiliated  unions  is  unfortunately  typical  of  what  has 
occurred.  The  local  is  a  service  union  in  the  food  industry. 
There  are  700  members.  The  average  wage  is  approximately  $6.00  per 
hour.     Here  is  what  happened  with  health  care  cost  increases: 

Years  H.M.O.  Insurance  Plan 

1987-89  +  24%  +  30%  -  +  40% 

1990-91  +  49%  +  52%  -  +  67% 


4-Year  Increase  +  73%  +  82%  -  +107% 

The  estimated  cost  of  the  insurance  plan  by  the  end  of  1991  will 
approach  $5,000  per  year,  or  the  equivalent  of  $2.40  per  hour,  or 
40  percent  of  the  $6.00  average  hourly  wage. 

Because  of  these  increasing  health  care  costs,  employers  have 
been  demanding  and  sometimes  succeeding,  in  getting  caps  on  their 
contributions  to  the  health  plan.  In  turn,  the  unions  have  been 
demanding  maintenance  of  benefits  (M.O.B.).  These  opposing 
positions  cause  the  confrontations  that  have  led  to  the  92  percent 
strike  sanction  requests  where  health  care  benefits  and  cost 
increases  are  the  issues. 
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Through  caps,  employers  have  attempted  and  succeeded  in 
shifting  health  care  costs  to  the  workers.  For  example,  in  1987 
employers  paid  75  percent  of  the  average  premium  cost  for  fee  for 
service  plans.  By  1989,  the  employer  share  dropped  to  72  percent. 
Where  employees  pay  part  of  the  premium,  their  premium  increased  54 
percent  for  family  coverage.  At  the  same  time,  employer  premiums 
increased  only  24  percent.  This  illustrates  how  the  workers  share 
has  increased  at  twice  the  rate  as  the  employers  share. 

Other  items  are  deductibles  and  co-payments.  Deductibles  of 
$100.00  and  fully  paid  hospital  and  surgical  care  were  the  norm  in 
the  early  1980 's.  Today,  indemnity  or  P. P.O.  plans  include  an 
average  $402  deductible  per  family  and  require  families  and 
employees  to  share  10  to  20  percent  of  hospital  and  surgical  bills. 

The  employers  demands  for  caps  also  result  in  the  reduction  in 
the  standard  of  living  for  the  workers.  A  Council  affiliate  in 
manufacturing  was  forced  after  a  six-week  strike  three  years  ago 
to  accept  a  reduction  of  $1.35  per  hour  in  health  and  welfare.  In 
present  contract  negotiations  for  a  three  year  period,  the  employer 
is  proposing  a  total  of  an  $.85  an  hour  increase  in  wages.  This 
still  is  a  net  loss  of  $.50  an  hour  or  a  total  loss  of  $12,820  to 
the  worker  over  the  six-year  period. 

Another  demand  of  employers  in  attempt  to  reduce  health  care 
costs  is  to  impose  restrictions  on  eligibility  for  health  care 
coverage.  For  example,  by  requiring  full  or  close  to  full-time 
employment  or  excluding  part-time  workers  from  health  plan 
coverage . 

An  example  of  this  exclusion  by  eligibility  of  requiring  close 
to  full-time  work  is  typified  by  a  Council  affiliate  in  the 
building  service  industry.  The  local  has  approximately  1,000 
members.  The  average  wage  is  approximately  $5.75  per  hour.  In 
1989,  the  local  was  forced  to  agree  that  in  order  to  be  eligible 
for  health  care  benefits  a  worker  had  to  work  14  0  hours  or  81 
percent  of  a  month  to  qualify.  Because  of  the  employer's 
scheduling,  80  percent  of  the  workers  were  not  eligible  for  health 
care  coverage. 

Other  examples  in  California  of  .this  exclusionary  policy  are: 

Los  Angeles  Unified  School  District  has  80,000  workers 
but  only  50,000  workers  are  entitled  to  health  benefits. 
The  remainder,  38  percent,  are  ineligible  because  they 
are  part-time,  seasonal  and  temporary  workers. 

Los  Angeles  County  has  65,000  workers.  Some  12,000  to 
15,000  workers  do  not  meet  the  eligibility  requirements 
and  do  not  have  health  plan  coverage. 


These  few  examples  I  have  given,  just  highlight  the  health  care 
cost  increases  problems  in  California  and  the  impacts  they  create. 

For  an  excellent  analysis  of  the  health  care  problems  in 
California,  I  highly  recommend  "California  Health  Care  On  The 
Critical  List",  a  study  by  the  Department  of  Public  Policy,  Service 
Employees  International  Union,  AFL-CIO,  March  1990.  Some  of  the 
information  in  my  statement  was  taken  from  this  study. 

It  is  very  clear  to  all  that  action  must  be  taken  to  solve 
the  health  care  issue.  A  California  Gallup  Poll  released  on 
Tuesday,  May  14,  1991,  showed  overwhelming  support  to  take  action 
on  the  health  care  issue. 

80  percent  of  those  polled  were  in  favor  of  The  United 
States  developing  a  national  health  insurance  program. 
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74  percent  of  those  polled  were  in  favor  that  the  State 
Government  should  provide  health  insurance  for  everyone 
that  does  not  have  it. 

Most  importantly,  68  percent  of  those  polled  would  be 
willing  to  pay  more  taxes  to  defray  the  costs  for  health 
care  for  the  poor.  This  is  a  complete  reversal  of  the 
Proposition  13  tax  cutting  fever  of  1978,  that  has  been 
imitated  throughout  the  country  and  held  as  gospel  that 
the  public  would  not  vote  to  support  increased  taxes. 

The  public  is  mandating  elected  officials  to  take  action  in 
solving  the  national  health  care  crisis.  The  United  States  can 
implement  a  national  program  covering  all  citizens  without  spending 
more  than  we  currently  spend  nationally  on  health  care.  If 
properly  structured,  the  new  program  will  assure  that  total 
spending  on  health  care  remains  at  affordable  rates  in  the  future. 
The  new  system  should  include: 

Universal  coverage  of  all  residents  without  regard  to 
age,  sex,  health  status  or  employment  status  and  free 
from  financial  barriers  to  care. 

Access  to  comprehensive  health  services  including  acute, 
preventive,  and  long  term  care,  inpatient  and  outpatient 
care,  mental  health  services  and  prescription  drugs. 

Freedom  ot  choice  of  providers. 

Elimination  of  the  inefficiency  in  the  private  health 
insurance  industry.  Establish  a  single,  national 
administrative  structure. 

Rational  and  equitable  distribution  of  health  care 
resources  through  capital  budgets  with  government 
oversight. 

Effective  cost  controls  through  uniform  fee  schedules  for 
physicians,  global  budgets  for  hospitals,  and 
expenditure  caps  on  total  national  spending. 

Progressive  financing  through  corporate  and  individual 
taxes. 

We  can  no  longer  tolerate  the  United  States  sharing  the 
dubious  distinction  with  South  Africa  of  being  the  only  Western 
powers  without  a  comprehensive  health  program. 
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STRIKE  SANCTIONS  GRANTED  BY  THE 
CENTRAL  LABOR  COUNCIL  OF  ALAMEDA  COUNTY, 
AFL/CIO 


YEAR 


DATE 


LOCAL  UNION 


EMPLOYER 


HEALTH  CARE 
AN  ISSUE 


1989 


1/6/89 
2/3/89 
2/10/89 

3/3/89 

3/10/89 

3/24/89 

3/31/89 

4/14/89 

4/28/89 


5/12/89 

5/19/89 
6/2/89 

6/23/89 


6/30/89 
7/21/89 
8/4/89 

8/11/89 

8/25/89 

9/1/89 

9/15/89 

9/22/89 

9/29/89 

11/3/89 

12/1/89 

12/8/89 
12/15/89 


SEIU,  Local  9 
UFWA,   Local  2  62 
SEIU,   Local  1877 
GCIU,  Local  583 
IBT,  Local  7  0 
GCIU,   Local  583 
S&D,   Local  510 
HERE,   Local  28 
SEIU,   Local  25 
UFCW,   Local  870 
UFCW,   Local  87  0 
HERE,   Local  50 
SEIU,   Local  535 
IBT,  Local  7  0 
lAM,  Local  115 
IBT,   Local  588 
HERE,  Local  28 
OPEIU,  Local  29 
SEIU,   Local  250 
Bakers,  L.  119 
lAM,  Local  115 
lAM,  Local  1546 
ATU,  Local  192 
lAM,   Local  1546 
Bakers,  L.  119 
HERE,   Local  28 
Glaziers,  L.  169 
SEIU,   Local  1877 
lAM,  Local  1546 
OPEIU,   Local  39 
ILWU,  Local  6 
HERE,   Local  50 
CWA,   Local  9415 
lAM,   Local  1546 
lAM,  Local  1546 
SEIU,   Local  535 
HERE,   Local  50 
ILWU,   Local  6 
Conc/Vendors  4  68 
HERE,   Local  50 
lAM,  Local  1546 
SEIU,   Local  250 
lAM,   Local  1546 
UFCW,   Local  1179 
HERE,   Local  50 
SEIU,   Local  535 


Golden  Gate  Fields  X 
Sleep  Design 

Dublin  Howard  Johnson  X 

Continental  Can  X 
Longview  Fiber 

United  Can  X 

E.  Bay  Employers  X 

Volume  Service  X 

Tiburcio  Vasguez  X 

Penny  Saver  Market  X 

Food  Emplr's  Council  X 
Laborer's  Training  Ctr.  X 
ACTEB 

Simmons  X 

Del  Monte  X 

Oakland  Produce  X 

Hyatt  X 

lUOE,   Local  3  X 

Acme  Ambulance  X 

Safeway  X 

Geo.  Martin  Co.  X 

Thermo  King  X 

AC  Transit  X 

E.  Bay  Auto  Dealers  X 

E.  Bay  Bakeries  Assn  X 

Pier  29  X 

Shower  Door  Assoc.  X 

OHA  Bldg.  Maint.  X 

Bridges  Auto.  Dealer  X 

Boiler  Makers,  L.6  X 

Pac.  Rolling  Door  X 

Tavern  Assoc.  X 

Pacific  Bell  X 

Oakland  Scavenger  X 

Daniel  Teves  X 

Consumer  Dental  X 

Hayward  Rec.  Dist.  X 

Young's  Market  X 

Winterland  X 

Tillies  Restaurant  X 

Berkeley  Farms  X 

ARA,  Convlscnt  Hosp.  X 

Coca  Cola  X 

E.  Bay  Auto  Dealers  X 

Dick's  Restaurant  X 

Lincoln  Childcare  Ctr  X 
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STRIKE  SANCTIONS  GRANTED  BY  THE 
CENTRAL  LABOR  COUNCIL  OF  ALAMEDA  COUNTY 
AFL/CIO 


YEAR 


DATE 


LOCAL  UNION 


EMPLOYER 


HEALTH  C7^ 
AN  ISSUE 


1990 


2/9/90 

2/16/90 

2/23/90 

3/23/90 

3/30/90 

4/20/90 

5/11/90 

5/25/90 

6/1/90 

6/8/90 

6/29/90 

7/13/90 

8/3/90 

8/10/90 


8/24/90 

9/14/90 

9/21/90 

10/18/90 

10/26/90 

11/9/90 

12/12/90 


12/19/90 
12/26/90 


HERE,   Local  50 
UFCW,   Local  1179 
HERE,   Local  50 
UFCW  870 

Bakers,  Local  119 
HERE,   Local  50 
SEIU,  Local  1877 
SEIU,   Local  535 
SEIU,  Local  1877 
OPEIU,   Local  29 
IBEW,  Local  1245 
lAM,    Local  284 
UFCW,   Local  1179 
ILWU,   Local  6 
lATSE,   Local  107 
UFCW,  Local  1179 
UFCW,  Local  1179 
GCIU,  Dist.  2 
Joint  Council  7 
lAM,   Local  1546 
HERE,   Local  50 
Bakers,  L.  119 
HERE,   Local  50 
SEIU,  Local  1877 
OPEIU,   Local  29 
lUOE,   Local  3  9 
OPEIU,   Local  29 
ILWU,  Local  6 
SEIU,   Local  1877 
HERE,   Local  28 
OPEIU,   Local  29 


Turf  Club  X 

Ron  Goode  Pontiac  X 

Mission  Lounge  X 

Gene's  Fine  Foods  X 

Lucky  Market  X 

Guide's  Restaurant  X 

Reliable  Bldg.  Maint  X 
Oak. Berk.  Jewish  Cntr.  X 

ISS,   Bldg.  Maint.  X 

lUOE,   Local  3  X 

City  of  Berkeley  X 

Morton  Salt  X 

Fremont  Mazda  X 

Herrick  Hospital  X 

Paul  Masson  X 

Cox  Cadillac  X 

S&L  Toyota  X 

Rapid  Mounting  X 

UPS  X 
Buehrer 

E.  Bay  Taverns  X 

Svenhards  X 

Sunol  Country  Club  X 

Oakland  Coliseum  X 

Crescent  Jewelers  X 

Fleischman's  Yeast  X 

Glen  Slaughter  X 

Mutural  Grocery  X 

Gateview  Condo  X 

Biff's  and  Daves  X 

Millwrights  X 


1991       2/8/91         GCIU,    Dist.  2 
2/22/91       GCIU,    L.  583 
3/8/91         ILWU,   Local  6 
3/29/91       IBT,   Local  70 
4/5/91         SEIU,   Local  1877 

Musician's  L.  6 
4/26/91      Sign  &  Display 

UFCW,   Local  870 
5/3/91         BATU,   Local  21 
5/17/91       SEIU,   Local  1877 

CWA,  Local  9415 
5/31/91      Sign  &  Display 
6/21/91       UPE,    Local  790 
6/28/91      Plumb/Fitrs,  342 


Westinghouse  Box  X 

International  Paper  X 
Two  Count 

Unisource  X 

Amer.  Bldg.  Maint.  X 
Oakland  A's 

E.  Bay  Employers  X 

C.  Markus  Hardware  X 

Daily  Californian  X 

Calif.  Bldg.  Maint.  X 

TCI  X 

Carter  &  Poster  X 

BART  X 

Pacific  Pipe  X 
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Chairman  Stark.  Thank  you. 
Bill. 

STATEMENT  OF  WILLIAM  HOFFMAN,  PH.D.,  DIRECTOR,  SOCIAL 
SECURITY  DEPARTMENT,  INTERNATIONAL  UNION,  UNITED 
AUTOMOBILE,  AEROSPACE  AND  AGRICULTURAL  IMPLEMENT 
WORKERS  OF  AMERICA,  UAW 

Mr.  Hoffman.  Thank  you,  Mr.  Chairman. 

I  am  Bill  Hoffman,  director  of  the  Social  Security  Department  of 
the  UAW.  We  thank  you  for  the  opportunity  to  represent  the  IV2 
million  active  and  retired  UAW  members  and  their  families  on  this 
critical  issue  of  health  care  costs. 

I  am  going  to  try  and  excerpt  from  our  written  statement  and 
submit  it  for  the  full  record. 

Chairman  Stark.  Without  objection,  the  entire  statement  will 
appear  in  the  record. 

Mr.  Hoffman.  America's  health  care  system  continues  to  be  in  a 
crisis  state.  The  problems  we  are  confronting  are  so  enormous  and 
out  of  control  that  nothing  short  of  total  reform  will  remotely 
begin  to  provide  an  effective  solution. 

Great  concerns  face  us  in  the  interrelated  and  interdependent  as- 
pects of  health  care  costs,  quality  of  care,  and  access  to  service.  The 
information  is  well  documented  and  widely  known.  Medical  care 
inflation  far  exceeds  inflation  in  other  goods  and  services  each 
year. 

As  these  out  of  control  increases  continue,  more  and  more  of  the 
available  income  of  the  people  of  the  country  is  going  toward 
health  care  costs,  and  the  quality  of  care  received  by  millions  of 
Americans  remains  suspect. 

Compounding  these  tragedies  is  the  fact  that  over  37  million  are 
without  any  health  care  insurance,  and  more  than  50  million 
people  are  without  insurance  for  at  least  part  of  the  year. 

Unfortunately,  these  numbers  are  not  decreasing  as  the  amounts 
spent  on  health  care  continue  to  rise.  In  fact,  the  opposite  is  true. 
As  health  care  costs  rise,  coverage  declines,  both  in  terms  of  the 
number  of  Americans  eligible  for  health  care  benefits  as  well  as 
the  scope  of  benefits  provided  to  those  who  remain  covered. 

Those  who  continue  to  look  to  the  classic  free  market  forces  to 
resolve  the  dilemma  have  missed  the  evidence  of  at  least  the  last 
decade. 

Many,  frequently  with  the  UAW  in  the  lead,  have  established 
health  care  programs  which  have  as  their  goal  the  creation  of  com- 
petition between  systems  of  care.  Other  competitive  approaches  in- 
clude selective  purchasing  arrangements  for  specific  services,  draw- 
ing not  only  on  price  data  but  historical  provider  performance  as 
selection  criteria. 

The  results  of  thousands  of  .  these  efforts  have  been  to  mitigate 
the  escalation  of  costs  for  the  specific  groups  involved,  but  this  has 
not  had  an  appreciable  impact  on  general  health  care  costs. 

Others  have  approached  the  issue  by  introducing  cost  sharing  in 
either  a  misguided  attempt  to  create  motivation  for  more  informed 
consumption  of  health  services  or  merely  to  have  workers  share 
the  ever-increasing  cost  burden.  We  believe  that  such  cost  sharing 
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has,  at  best,  a  very  limited  impact  on  overall  health  care  costs  and 
most  probably  a  perverse  accelerating  effect.  Needed  care  delayed 
often  requires  more  intensive,  and  therefore  expensive  care,  when 
it  is  ultimately  received. 

Both  the  health  and  the  economy  of  this  country  depend  on  de- 
veloping a  workable  solution  to  the  problem  of  rising  health  care 
costs.  Even  for  those  who  have  access  to  health  care  and  insurance 
in  this  country,  the  burden  of  a  health  care  system  in  crisis  is 
threatening  what  security  remains. 

Recent  annual  program  cost  increases  have  tended  to  range  from 
10  to  40  percent,  with  some  extreme  cases  much  higher.  Health 
care  costs  place  many  UAW  companies  at  a  disadvantage  in  the 
world  market. 

For  example,  in  the  automobile  industry,  the  costs  of  providing 
health  insurance  are  an  increasing  portion  of  labor  costs.  Our  nego- 
tiated programs  with  Ford,  General  Motors,  and  Chrysler  have  ex- 
perienced increases  in  the  range  of  10  to  15  percent  annually  since 
1981.  These  costs  add  to  the  costs  of  producing  and  selling  automo- 
biles, and  decrease  the  competitiveness  of  the  companies  in  the 
world  markets  as  well  as  the  domestic  market. 

The  problem  of  rising  health  care  costs  also  is  aggravated  by  cost 
shifting  between  employers.  We  estimate  that  15  percent  of  the 
health  care  costs  of  General  Motors.  Ford,  and  Chrysler  is  attribut- 
able to  the  health  care  costs  of  spouses  who  are  employed  else- 
where, but  are  not  covered  by  their  own  employer  for  health  insur- 
ance. 

We  are  also  facing  growing  problems  of  cost  shifting  from  public 
programs,  such  as  Medicare  and  Medicaid,  to  private  employers. 

Faced  with  the  burden  of  rising  health  care  costs,  the  UAW  is 
constantly  fighting  to  preserve  our  negotiated  health  care  benefits 
in  collective  bargaining.  In  fact,  I  can  say  with  certainty  that 
health  care  costs  have  been  and  remain  a  critical  issue  in  every  set 
of  UAW  negotiations  in  the  private  and  public  sectors  across  this 
country,  and  we  are  far  from  unique. 

Mr.  Chairman,  the  UAW  believes  that  effective  cost  containment 
can  only  be  achieved  through  the  enactment  of  a  comprehensive 
national  health  care  program.  We  strongly  support  the  adoption  of 
a  single  payer  social  insurance  program,  modeled  along  the  lines  of 
the  Canadian  health  care  system. 

We  believe  that  such  a  program  would  contain  rising  health  care 
costs  in  the  following  ways.  First,  by  assuring  universal  access  to 
health  care  for  all  Americans,  this  approach  would  eliminate  the 
existing  cost  shifting  between  employers,  as  well  as  the  shifting  of 
costs  attributable  to  uncompensated  care. 

Second,  by  establishing  a  uniform,  all-payer  system  for  reimburs- 
ing health  care  providers,  the  approach  would  eliminate  cost  shift- 
ing between  public  and  private  payers. 

Third,  by  establishing  a  single  payer,  this  approach  would 
achieve  substantial  administrative  saving. 

Fourth,  and  perhaps  most  importantly,  by  establishing  a  manda- 
tory, enforceable,  budgeting  process,  including  both  capital  and 
service  costs,  this  type  of  approach  would  guarantee  that  health 
care  spending  would  be  contained  within  certain  limits. 
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The  budgeting  process  would  involve  all  the  players  in  determin- 
ing what  the  reimbursement  rates  should  be  for  various  t5rpes  of 
services,  and  what  the  aggregate  level  of  expenditures  should  be. 
All  parties  would  then  be  required  to  live  within  the  agreed-upon 
budget. 

Fifth,  under  a  single-payer  system,  outcomes  research  findings 
can  more  easily  be  fed  back  into  the  system  in  a  broad-based  effort 
toward  continuous  quality  improvement.  This,  in  turn,  can  help 
reduce  costs  by  eliminating  much  of  the  unnecessary  and  often  in- 
appropriate medical  treatments  that  are  currently  being  provided 
to  patients. 

Obviously,  Mr.  Chairman,  the  type  of  national  health  care  pro- 
gram described  above  would  represent  a  dramatic  change  from  our 
current  employer-based  health  care  system.  The  UAW  believes 
strongly  that  such  a  change  is  necessary. 

If  we  continue  to  tinker  with  the  current  system  and  merely 
make  changes  at  the  margin,  health  care  costs  will  continue  to  es- 
calate, and  the  crisis  will  only  deepen.  The  impact  on  the  economy 
and  health  of  this  Nation  will  be  devastating. 

The  UAW  therefore  urges  this  committee  to  reject  more  band-aid 
approaches  and  instead  to  embrace  a  total  overhaul  of  our  health 
care  system.  Nothing  less  will  provide  Americans  with  access  to 
the  quality  health  care  they  deserve. 

Thank  you,  Mr.  Chairman.  We  look  forward  to  working  with  you 
and  other  members  of  the  subcommittee  as  you  deliberate  further. 

[The  prepared  statement  follows:] 


19 


STATEMENT  OF  WILLIAM  HOFFMAN,  PH.D.,  DIRECTOR, 
UAW  SOCIAL  SECURITY  DEPARTMENT 

Mr.  Chairman,  I  am  William  Hoffman,  Director  of  the  UAW 
Social  Security  Department.  I  want  to  thank  you  for  the 
opportunity  to  testify  on  behalf  of  1.4  million  active  and 
retired  members  of  the  International  Union,  UAW  and  their 
families  on  the  critical  issue  of  health  care  costs. 

America's  health  care  system  continues  to  be  in  a 
crisis  state.  The  problems  we  are  confronting  are  so 
enormous  and  out  of  control  that  nothing  short  of  total 
reform  will  remotely  begin  to  provide  an  effective  solution. 

Great  concerns  face  us  in  the  interrelated  and 
interdependent  aspects  of  health  care  costs,  quality  of  care 
and  access  to  service.  The  information  is  well  documented 
and  widely  known.  Medical  care  inflation  far  exceeds 
inflation  for  other  goods  and  services  each  year.  In  1989, 
the  Medical  Care  component  of  the  Consumer  Price  Index 
jumped  7.7  percent,  in  contrast  to  a  4.8  percent  increase  in 
the  overall  Consumer  Price  Index.  From  May,  1990  to  May, 
1991,  we  saw  a  similar  disparity,  with  the  MCPI  increasing 
by  9.0  percent,  while  the  increase  in  the  CPI  was  5.0 
percent.  As  these  out  of  control  increases  continue,  more 
and  more  of  the  available  income  of  the  people  of  this 
country  is  going  toward  health  care  costs.  In  1989,  the 
United  States  spent  over  $600  billion  dollars  on  health 
care,  which  amounted  to  nearly  11.5  percent  of  our  Gross 
National  Product.  By  comparison,  Canada  spent  only  slightly 
more  than  8.5  percent  in  a  system  that  covers  everyone. 
Estimates  by  the  Department  of  Health  and  Human  Services 
indicate  that  during  1990,  spending  on  health  care  leaped  to 
an  incredible  12  percent  of  the  Gross  National  Product. 
Without  immediate  and  effective  controls,  that  number  will 
continue  to  soar.  The  Congressional  Budget  Office  has 
predicted  that  health  care  spending  will  be  nearly  20 
percent  of  the  federal  budget  and  will  reach  17  percent  of 
GNP  by  1996. 

As  the  crisis  of  runaway  inflation  in  the  health  care 
system  continues  to  worsen,  the  quality  of  care  received  by 
millions  of  Americans  remains  suspect.  When  we  look  at 
those  factors  traditionally  used  as  indicators  for  the 
quality  of  care,  life  expectancy  and  infant  mortality,  the 
United  States  compares  poorly  with  other  industrialized 
countries.  Life  expectancy  is  74  years  in  the  United 
States,  compared  to  75  years  in  Canada,  and  76  in  Japan. 
Similar  disparities  exist  in  infant  mortality  rates.  Wide 
geographic  variations  in  practice  patterns  exist  within  the 
United  States.  The  incidence  of  malpractice  is  too  high, 
and  retraining  or  disciplinary  approaches  for  aberrant 
providers  have  largely  been  ineffective.  Provider  abuses 
are  too  common.  Compounding  these  tragedies  is  the  fact 
that  over  37  million  people  are  without  any  health 
insurance,  and  more  than  50  million  people  are  without 
insurance  for  at  least  part  of  the  year. 

Unfortunately,  these  numbers  are  not  decreasing  as  the 
amounts  spent  on  health  care  continue  to  rise.  In  fact,  the 
opposite  is  true.  As  health  care  costs  rise,  coverage 
declines,  both  in  terms  of  the  number  of  Americans  eligible 
for  health  benefits  as  well  as  the  scope  of  benefits 
provided  to  those  who  remain  covered. 

The  problem  of  rapid  medical  inflation  is  not  new.  One 
of  the  major  causes  of  the  problem  is  the  fact  that  the 
services  supplied  are  not  governed  or  controlled  by  normal 
marketplace  forces.  It  is  an  expert  driven  system.  In 
large  part  the  decisions  about  what  services  are  needed  are 
made  by  health  care  professionals.  This  is  especially  true 
for  more  intensive  and  expensive  care.     Certainly,  patients 
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and  their  families  strive  to  be  educated  consumers  of 
medical  services.  At  the  same  time,  private  group 
purchasers,  insurance  companies,  community  coalitions  and 
governments  as  purchasers  interject  themselves  into  the 
decision-making  process  with  administrative  techniques  or 
management  oversight.  But,  the  central  authority  of  the 
health  care  professional  continues  to  drive  the  system. 

Those  who  continue  to  look  to  classic  free  market 
forces  to  resolve  the  dilemma  have  missed  the  evidence  of 
the  last  decade.  Many,  frequently  with  the  UAW  in  the  lead, 
have  established  health  care  programs  which  have  as  their 
goal  the  creation  of  competition  between  systems  of  care. 
The  triple  option  -  Health  Maintenance  Organization, 
Preferred  Provider  Organization  and  traditional  coverage 
with  utilization  controls  -  is  perhaps  the  best  known  of 
these.  Other  competitive  approaches  include  selective 
purchasing  arrangements  for  specific  services,  drawing  not 
only  on  price  data  but  historical  provider  performance  as 
selection  criteria.  The  result  of  thousands  of  these 
efforts  has  been  to  mitigate  the  escalation  of  costs  for  the 
specific  groups  involved.  But  this  has  not  had  an 
appreciable  impact  on  general  health  cost  trends.  In  fact, 
where  we  have  established  such  approaches,  they  have  most 
often  resulted  in  a  one  time  adjustment  to  the  trend,  with 
accelerated  cost  increases  following.  Thus,  these  often 
well  conceived  and  helpful  approaches  can  only  be  viewed  as 
individual  attempts  at  health  planning  within  the  wider 
morass  of  cross  pressures  of  an  out  of  control  system  of 
health  care  delivery. 

I  want  to  emphasize  that  until  overall  effective  reform 
occurs,  the  UAW  will  continue  to  struggle  to  get  a  handle  on 
the  health  cost  burden.  We  have  no  choice.  Further,  the 
managed  care  —  selective  contracting  approach  has 
significant  merit  as  the  way  of  dealing  with  the  more 
broadly  defined  quality  and  appropriateness  of  care  issues. 
For  example,  the  UAW  recently  joined  with  General  Motors, 
Ford  and  Chrysler  in  a  renewed  approach  to  resolve  mental 
health  and  substance  abuse  concerns  in  a  holistic  manner. 
Our  new  programs  emphasize  prevention,  treatment  and  after 
care  support.  We  have  also  joined  with  John  Deere  and  the 
Mayo  Clinic  to  set  up  a  primary  health  care  facility 
exclusively  for  John  Deere  employees,  retirees  and  their 
dependents.  Both  of  these  initiatives  hold  great  promise 
for  improved  access  and  quality  enhancement.  They  are  the 
continuation  of  our  strategy  to  manage  the  care  received 
under  our  programs. 

Others  have  approached  the  issue  by  introducing  cost 
sharing  in  either  a  misguided  attempt  to  create  motivation 
for  more  informed  consumption  of  health  services,  or  merely 
to  have  workers  share  the  ever  increasing  cost  burden.  We 
believe  that  such  cost  sharing  has,  at  best,  a  very  limited 
impact  on  overall  health  care  costs  and,  most  probably,  a 
perverse  accelerating  effect.  Within  the  UAW  we  have  a 
naturally  occurring  experiment  that  has  been,  going  on  for 
years.  While  most  of  our  negotiated  health  benefit  programs 
do  not  include  cost  sharing  provisions,  save  in  some  limited 
areas  such  as  prescription  drug  and  optical  coverage,  we  do 
have  several  UAW  units  with  substantial  cost  sharing 
requirements  within  their  basic  health  insurance  provisions. 
I  can  tell  you  that  we  have  not  noticed  any  discernible 
difference  in  the  pattern  of  cost  increase  trends  between 
the  two  benefit  coverage  types.  This  tells  us  that  sharing 
the  costs  just  shifts  the  burden,  and  does  little  or  nothing 
to  impact  the  rise  in  costs. 
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Further  and  most  importantly,  where  cost  sharing  does 
have  an  impact  the  financial  burden  must  be  great  enough  to 
inhibit  or  delay  seeking  care;  In  such  situations,  no 
distinction  is  made  as  to  whether  the  care  not  received 
would  or  would  not  have  been  appropriate.  In  other  words, 
needed  care  is  delayed,  as  well  as  unnecessary  care.  More 
intensive  and  costly  services  are  then  required,  when 
treatment  is  ultimately  received. 

There  are,  of  course,  other  dimensions  to  the  cost 
problem.  America's  population  is  aging  with  an  attendant 
need  for  health  service  intervention.  We  primarily  depend 
upon  a  fee-for-service  system  that  provides  incentives  to 
over  serve.  We  develop  new  technology  with  little  or  no 
planned  implementation  strategy  or  concern  for  keeping  or 
removing  existing  equipment  or  treatments.  We  continue  to 
permit  capital  expenditures  with  little  regard  to  creating  a 
rational  and  efficient  system  of  health  services  delivery. 
And  we  continue  to  emphasize  treatment  rather  than 
prevention. 

Both  the  health  and  the  economy  of  this  country  depend 
on  developing  a  workable  solution  to  the  problem  of  rising 
health  care  costs.  Even  though  the  dollars  spent  on  health 
care  are  rising  at  an  alarming  rate,  life  expectancy  has 
only  increased  slightly.  Also,  the  infant  mortality  rate  in 
this  country  is  a  national  disgrace.  In  some  areas, 
including  here  in  our  nation's  capitol,  the  infant  mortality 
rate  is  twice  the  national  average,  and  is  worse  than  some 
third  world  nations.  To  say  that  this  is  a  tragedy  is  an 
understatement.  The  UAW  believes  that  it  is  unacceptable 
for  a  country  with  the  resources  and  wealth  of  the  United 
States  to  allow  its  health  care  system  to  continue  out  of 
control  in  this  way,  not  providing  access  to  preventive  and 
protective  care,  such  as  prenatal  care,  that  would  save  the 
lives  of  thousands  of  infants. 

Even  for  those  that  have  access  to  health  care  and 
insurance  in  this  country,  the  burden  of  a  health  care 
system  in  crisis  is  threatening  what  security  remains. 
Recent  annual  program  cost  increases  have  tended  to  range 
from  10  percent  to  40  percent  with  some  extremes  even 
higher.  Health  care  costs  place  many  UAW  companies  at  a 
disadvantage  in  the  world  market.  For  example,  in  the 
automobile  industry,  the  costs  of  providing  health  insurance 
are  an  increasing  portion  of  labor  costs.  Our  negotiated 
programs  with  Ford,  General  Motors,  and  Chrysler  have 
experienced  increases  in  the  range  of  10  -  15  percent 
annually  since  1981.  These  costs  add  to  the  cost  of 
producing  and  selling  automobiles,  and  decrease  the 
competitiveness  of  the  companies  in  world  markets,  as  well 
as  the  domestic  market. 

A  recent  study  published  by  the  Employee  Business 
Research  Institute  indicated  that  nationally  for  those  firms 
that  provide  health  care  benefits,  the  cost  of  such  coverage 
accounts  for  7  percent  of  employers'  wage  expenditures  and 
as  much  as  24  percent  of  profits.  Among  many  employers  the 
costs  are  even  higher.  Clearly,  those  companies  that  do  not 
have  these  heavy  costs  -  because  they  do  not  provide  health 
care  benefits  for  their  employees,  because  they  have  a 
younger  work  force  and  fewer  retirees,  or  because  they 
operate  in  a  country  that  has  a  national  health  program  - 
have  a  distinct  competitive  advantage. 
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The  problem  of  rising  health  care  costs  is  aggravated 
by  cost-shifting  between  employers.  Too  often,  employers 
that  do  provide  health  insurance  for  their  workers  end  up 
subsidizing  employers  that  do  not,  thereby  increasing  costs 
even  more.  We  estimate  that  15  percent  of  the  health  care 
costs  of  General  Motors,  Ford  and  Chrysler  are  attributable 
to  the  health  care  of  spouses  who  are  employed  elsewhere  but 
are  not  covered  by  their  own  employer  for  health  insurance. 
This  is  on  top  of  the  increased  costs  which  are  borne  by  the 
domestic  auto  companies,  like  other  payers,  due  to  the 
shifting  of  uncompensated  care  costs  by  health  care 
providers . 

In  addition  to  cost  shifting  between  employers,  we  are 
also  facing  a  growing  problem  of  cost  shifting  from  public 
programs,  such  as  Medicare  and  Medicaid,  to  private 
employers.  Public  health  programs  have  placed  limits  on 
their  per  case  costs  through  the  adoption  of  DRGs  for 
reimbursing  hospitals.  Private  payers  have  struggled  with 
the  resulting  cost  shift  pressures  with  only  limited 
success.  This  has  lead  to  a  situation  where  hospitals 
increase  the  rates  which  they  change  to  private  payers  in 
order  to  offset  any  reductions  in  public  payments.  The  net 
result  is  that  private  payers  are  paying  higher  rates  to 
subsidize  the  public  programs.  This  situation  is  likely  to 
become  worse  with  the  implementation  of  the  Resource  Based 
Relative  Value  System  (RBRVS)  for  reimbursing  physicians 
under  Medicare. 

Faced  with  the  burden  of  rising  health  care  costs, 
employers  increasingly  are  attempting  to  reduce  the  scope 
of  health  insurance  benefits.  The  UAW  is  constantly 
fighting  to  preserve  our  negotiated  health  care  benefits  in 
collective  bargaining.  In  fact,  I  can  say  with  certainty 
that  health  care  costs  have  been  and  remain  a  critical  issue 
in  every  set  of  UAW  negotiations  in  the  private  and  public 
sectors  across  the  country.  And,  we  are  far  from  unique.  A 
1991  Bureau  of  National  Affairs  survey  reports  that  health 
care  was  a  major  issue  in  83  percent  of  negotiations,  and  an 
AFL-CIO  study  using  Bureau  of  Labor  Statistics  data 
indicates  that  over  half  of  those  bargaining  units  that  were 
on  strike  in  1990  struck  over  health  care  issues. 

In  order  to  try  to  deal  with  the  issue  of  cost 
containment,  many  "players"  in  the  system  have  attempted  to 
put  forth  solutions  to  the  crisis.  Some  states  have  started 
to  implement  universal  coverage  programs.  Programs  which 
provide  coverage  for  women  and  children  only,  as  well  as 
Medicaid  "buy-in"  programs  have  also  been  tried.  These 
programs  have  had  mixed  results. 

One  of  the  many  causes  cited  for  the  crisis  we  are 
facing  is  the  lack  of  control  over  new  and  expensive  medical 
technology  and  other  capital  expansion.  As  a  result,  there 
has  been  renewed  interest  in  broad  based  health  planning 
strategies.  One  such  strategy  is  the  Certificate  of  Need 
program,  which  has  undergone  a  series  of  ups  and  downs  in 
popularity  and  success,  but  which  we  believe  can  be  an 
effective  way  to  control  the  proliferation  of  expensive  new 
technology  without  compromising  access  and  quality  of  care. 

Still  others  blame  the  "malpractice  crisis"  for  the 
runaway  costs  in  the  system,  and  believe  that  the  answer  is 
reform  of  the  tort  system,  with  limits  on  awards  to  the 
victims  of  malpractice.  The  UAW  believes  that  malpractice 
is,  indeed,  a  serious  problem  in  this  country.  But  we  are 
opposed  to  any  so-called   "reforms"   that  will   simply  limit 
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awards  for  damages.  We  believe  it  is  important  to  promote  a 
system  in  which  it  is  not  profitable  for  a  physician  to 
perform  unnecessary  procedures,  and  where  those  doctors  who 
are  negligent  in  their  practice  of  medicine  are  properly 
educated  or,  if  necessary,  disciplined  and  not  allowed  to 
continue  to  put  patients  in  jeopardy. 

Some  solutions  which  have  been  attempted  on  the  local 
and  national  level  have  met  with  partial  success.  Some 
states  have  instituted  all-payer  reimbursement  systems, 
where  the  state  establishes  the  reimbursement  methodology 
under  which  hospitals  in  the  state  receive  uniform  payments 
from  all  third-party  and  direct  payers.  Results  of  studies 
of  these  types  of  programs  show  that  costs  decreased 
initially,  and  the  rate  of  growth  in  hospital  spending  was 
well  below  what  would  be  expected  without  the  controls  in 
place.  But  the  actual  amount  of  savings  is  not  clear.  As 
previously  indicated.  Medicare  also  has  instituted  changes 
in  its  reimbursement  system  for  hospitals  which  have 
resulted  in  savings.  The  new  Resource  Based  Relative  Value 
System  (RBRVS)  ,  scheduled  to  be  implemented  in  January, 
1992,  also  is  an  innovative  first  step  in  controlling 
physician  fee  levels. 

Ultimately,  however,  the  UAW  believes  that  effective 
cost  containment  can  only  be  achieved  through  the  enactment 
of  a  comprehensive  national  health  care  program.  The  UAW 
strongly  supports  the  adoption  of  a  single  payer,  social 
insurance  program  modeled  along  the  lines  of  the  Canadian 
health  care  system.  We  believe  that  such  a  program  would 
contain  rising  health  care  costs  in  the  following  ways. 

First,  by  assuring  universal  access  to  health  care  for 
all  Americans,  this  approach  would  eliminate  the  existing 
cost  shifting  between  employers,  as  well  as  the  shifting  of 
costs  attributable  to  uncompensated  care.  A  level  playing 
field  would  be  established,  with  all  employers  paying  their 
fair  share. 

Second,  by  establishing  a  uniform  all  payers  system  for 
reimbursing  health  care  providers,  this  approach  would 
eliminate  cost  shifting  between  public  and  private  payers. 
Private  employers  would  no  longer  have  to  indirectly 
subsidize  our  public  health  care  programs.  To  prevent 
providers  from  circumventing  the  all  payers  system  by  simply 
passing  along  increased  costs  to  patients,  balance  billing 
would  have  to  be  prohibited. 

Third,  by  establishing  a  single  government  payer,  this 
approach  would  achieve  substantial  administrative  savings. 
The  waste  and  efficiency  associated  with  the  existing 
multitude  of  private  insurance  carriers  could  be  avoided. 
Estimates  of  these  savings  range  from  30  to  100  billion 
dollars.  The  General  Accounting  Office  recently  issued  a 
report  which  estimated  that  a  Canadian  style  single  payer 
system  would  save  about  67  billion  dollars  —  enough  to  pay 
for  the  cost  of  extending  health  insurance  coverage  to  the 
37  million  uninsured. 

Fourth,  and  perhaps  most  importantly,  by  establishing  a 
mandatory,  enforceable  budgeting  process,  this  type  of 
approach  would  guarantee  that  health  care  spending  would  be 
contained  within  certain  limits.  The  budgeting  process 
would  involve  all  of  the  players  —  providers,  consumers, 
and  the  government  —  in  determining  what  the  reimbursement 
rates  should  be  for  various  types  of  services  and  what  the 
aggregate  level  of  expenditures  should  be.  All  parties 
would  then  be  required  to  live  within  the  agreed  upon 
budgets.  Our  nation  already  utilizes  a  budgeting  progress 
to  determine  how  we  allocate  our  resources  for  national 
defense,  infrastructure,  and  every  other  social  good  or 
service.  It  is  time  we  adopted  the  same  approach  with 
respect  to  the  delivery  of  health  care  services. 
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So-called  voluntary  goals  or  targets  are  no  substitute 
for  mandatory,  enforceable  budgets.  Unless  all  parties  are 
required  to  live  within  the  agreed  upon  budgets,  we  will 
never  achieve  the  discipline  needed  to  contain  rising  costs. 

The  UAW  also  believes  that  the  budgeting  process  should 
apply  to  capital  expenditures,  as  well  as  payments  to 
physicians     and     hospitals.  Capital     budgeting  should 

encompass  expenditures  for  expensive  new  technology,  in 
addition  to  investments  in  new  buildings.  Only  through  this 
type  of  mechanism  can  we  hope  to  eliminate  excess  capacity 
and  overreliance  on  state-of-the-art  technology,  and  begin 
to  establish  priorities  for  the  allocation  of  our  health 
care  resources. 

We  also  believe  that  any  budgeting  process  should 
retain  incentives  for  the  development  of  managed  care 
delivery  systems.  It  is  important  that  we  continue  to  build 
on  our  positive  experiences  with  managed  care  and  encourage 
the  adoption  of  preventative  and  holistic  approaches  to 
medical  care. 

Fifth,  by  establishing  a  single  payer  system,  this 
approach  can  make  significant  strides  towards  improving  the 
quality  of  health  care  in  this  country.  In  particular, 
under  a  single  payer  system  outcomes  research  findings  can 
more  easily  be  fed  back  into  the  system  in  a  broad  based 
effort  towards  continuous  quality  improvement.  This  in  turn 
can  help  reduce  costs  by  eliminating  much  of  the  unnecessary 
and  inappropriate  medical  treatments  which  are  currently 
being  provided  to  patients. 

Obviously,  the  type  of  national  health  care  program 
described  above  would  represent  a  dramatic  change  from  our 
current  employer-based  health  care  system.  The  UAW  believes 
that  such  change  is  necessary.  Mr.  Chairman,  we  are  at  a 
crossroads.  If  we  continue  to  tinker  with  the  current 
system  and  merely  make  changes  at  the  margin,  health  care 
costs  will  continue  to  escalate  and  the  crisis  will  only 
deepen.  The  impact  on  the  economy  and  health  of  this  nation 
will  be  devastating.  The  UAW  therefore  urges  Congress  to 
reject  more  "band  aid"  approaches,  and  instead  to  embrace  a 
total  overhaul  of  our  health  care  system.  Nothing  less  will 
provide  Americans  with  access  to  the  quality  health  care 
they  deserve. 

In  conclusion,  Mr.  Chairman,  the  UAW  appreciates  the 
opportunity  to  present  its  views  on  the  subject  of  health 
care  cost  containment.  We  look  forward  to  working  with  you 
and  the  other  Members  of  this  Subcommittee  as  you  consider 
this  critically  important  issue.     Thank  you. 
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Chairman  Stark.  Thank  you.  Are  you  sure  you  did  not  want  to 
read  the  whole  statement? 
Mr.  Hoffman.  No. 
Chairman  Stark.  Cal. 

STATEMENT  OF  CALVIN  JOHNSON,  LEGISLATIVE  REPRESENTA- 
TIVE, AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF 
INDUSTRIAL  ORGANIZATIONS 

Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

If  I  may,  let  me  simply  cut  to  the  core  of  my  statement,  rather 
than  going  through  this  entire  thing. 

Let  me  begin  by  saying  that  the  current  crisis  clearly  demands 
immediate  action,  and  the  labor  movement  is  united  in  its  pursuit 
of  fundamental  restructuring  of  the  system.  Although  we  have 
drafted  specific  proposals  for  your  consideration,  I  want  to  be  per- 
fectly clear  that  the  AFL-CIO  is  not  committed  to  any  single  plan. 

Our  objective  is  to  maintain  an  open  mind  and  work  with  all 
who  share  our  goals  toward  the  development  of  legislation  that  can 
be  enacted. 

We  have  four  essential  goals:  To  contain  health  care  inflation,  to 
provide  all  Americans  access  to  care,  to  overhaul  administrative 
procedures,  and  to  solve  the  retiree  crisis. 

To  contain  costs,  we  propose  that  the  Congress  establish  a  na- 
tional commission  composed  of  consumers,  labor,  management,  gov- 
ernment, and  providers  to  administer  a  single  national  cost  con- 
tainment program,  which  will  contain  costs  by  negotiating  pay- 
ment rates  to  be  used  by  all  payers,  establish  a  target  for  the 
annual  rate  of  increase  in  total  health  care  spending,  establish  a 
capital  budgeting  system  to  encourage  the  efficient  distribution  of 
capital,  which  will  minimize  the  unnecessary  duplication  of  equip- 
ment and  reduce  the  large  numbers  of  empty  beds  still  in  the 
system. 

Chairman  Stark.  Will  you  spot  me  one  more  item  on  that?  No 
member  of  the  commission  can  have  health  insurance.  Everybody 
on  that  commission  has  to  be  uninsured,  so  they  know  what  the 
problem  is.  How  is  that?  We  will  get  something  done  then.  [Laugh- 
ter.] 

Mr.  Johnson.  Recently  there  has  been  a  growing  interest  in  re- 
forming insurance  practices  in  the  small  group  market.  While  we 
support  such  long  overdue  reforms,  the  AFL-CIO  believes  that  far 
more  needs  to  be  done,  and  the  reforms  should  be  developed  by 
Congress,  not  the  States,  to  assure  uniformity  across  the  country. 

Specifically,  we  believe  regulation  is  warranted  to  put  a  stop  to 
current  insurance  practices  that  keep  individuals  and  employers 
out  of  the  health  system  or  force  them  to  pay  contributions  that 
are  disproportionately  high.  This  would  involve  broad  pooling  of 
risk,  minimum  data  requirements,  and  standardized  claim  forms. 

Set  minimum  standards  for  entities  offering  so-called  managed 
care  programs.  This  would  eliminate  much  of  the  confusion  in  the 
marketplace  and  level  the  playing  field  for  organized  systems  of 
care  that  meet  Federal  requirements. 
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And  improve  quality  of  care  by  developing  practice  guidelines  for 
physicians  and  a  national  strategy  to  reform  the  current  system  of 
handling  malpractice  disputes. 

The  issue  of  retiree  health  care  has  become  one  of  the  most  diffi- 
cult at  the  bargaining  table.  The  new  accounting  regulations  put 
forth  by  the  Financial  Accounting  Standards  Board  that  go  into 
effect  in  1993  will  require  companies  for  the  first  time  to  list  on 
their  balance  sheets  estimates  of  liabilities  for  providing  health 
care  benefits  to  current  and  future  retirees. 

The  new  regulations  have  caused  a  number  of  employers  to  cut 
back  coverage  for  future  retirees,  or  eliminate  protection  altogeth- 
er. Such  actions  have  already  seriously  increased  the  number  of  re- 
tirees without  coverage,  and  the  problem  is  growing. 

We  believe  that  the  most  effective  way  of  responding  to  this 
crisis  is  to  make  the  age  of  eligibility  for  Medicare  more  consistent 
with  the  average  retirement  age.  Specifically,  we  propose  reducing 
Medicare  to  age  60.  This  would  spread  the  cost  of  retiree  health 
care  over  the  entire  population,  and  no  longer  disproportionately 
penalize  employers  who  have  attempted  to  protect  their  retirees 
against  the  high  cost  of  getting  sick. 

Our  proposals  are  based  on  the  experiences  of  millions  of  work- 
ing men  and  women  for  whom  the  current  health  care  system  has 
become  a  nightmare.  They  are  the  ones  who  feel  the  sting  of  re- 
peated cost  containment  exercises  that  have  done  little  to  limit  the 
soaring  cost  of  health  care. 

They  are  the  ones  who  are  losing  access  to  a  health  care  system 
that  purports  to  be  the  best  in  the  world.  And  they  are  the  ones 
who  face  the  prospect  of  injury  and  illness  without  any  idea  on 
how  they  will  pay  for  the  decent  and  humane  treatment  they  de- 
serve. 

Mr.  Chairman,  there  is  real  suffering  going  on  out  there.  Noth- 
ing short  of  a  full-scale  reform  will  solve  our  problems.  We  have 
reached  the  stage  where  quick  fixes  no  longer  are  possible,  and 
where  voluntary  efforts  no  longer  offer  promise. 

For  its  part,  the  AFL-CIO  is  prepared  to  consider  each  and  every 
proposal  that  purports  to  address  the  three  issues  of  cost,  access, 
and  quality.  We  are  prepared  to  work  with  you  and  your  staff  and 
to  work  in  coalitions  with  consumers,  employers,  and  providers  to 
develop  an  approach  to  national  health  care  reform  that  takes  the 
best  of  the  systems  around  the  world  and  is  ''made  in  the  U.S.A." 

Thank  you. 

[The  prepared  statement  follows:] 
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OF  THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 
NATIONAL  HEALTH  CARE  REFORM 


July  11,  1991 

Mr.  Chairman,  members  of  the  committee,  thank  you  for  this  opportunity  to  testify 
on  one  of  the  most  critical  issues  for  working  people  and  their  famihes. 

At  long  last,  this  nation  has  reached  an  important  milestone  in  the  century-long 
debate  over  health  care  reform. 

The  AFL-CIO  has  long  been  on  record  in  calling  for  federal  legislation  to  assure  all 
Americans  access  to  essential  health  care  services  at  a  price  they  can  afford.  Now, 
organized  labor,  organized  medicine  and  many  in  the  business  community  are  offering 
proposals  to  achieve  these  same  objectives.  This  represents  true  progress  toward  resolution 
of  these  problems. 

We  believe  that  the  time  is  right  for  Congress  to  take  advantage  of  this  growing 
consensus  and  to  take  the  lead  in  fashioning  a  program  that  will  reduce  health  care 
inflation,  expand  access  and  improve  quality  of  care. 

We  hope  that  you  will  achieve  these  objectives  before  this  crisis  does  any  more 
damage  to  American  families,  who  have  been  called  upon  to  absorb  a  major  share  of  cost 
increases;  American  businesses  that  are  attempting  to  do  their  fair  share  by  providing 
health  care  coverage;  and  health  care  consumers  who  are  frustrated  with  the  paperwork 
burdens  associated  with  the  current  system  and,  increasingly,  concerned  that  they  may  be 
the  victims  of  unnecessary  tests  and  procedures. 

In  the  coming  months,  you  will  struggle  with  an  issue  that  has  been  the  central 
question  in  health  care  policy  debates  for  decades:  What  role  should  government  play  in 
health  care.  How  you  answer  that  question  will  determine  the  architecture  of  a  proposed 
national  health  care  system:  whether  it  should  be  employer-based  with  a  safety  net  for  those 
not  in  the  workforce;  whether  it  should  be  a  public  system,  similar  to  Social  Security;  or 
whether  the  system  should  be  one  of  individual  choice  and  responsibility. 

How  you  answer  the  question  on  the  role  of  government  also  will  determine  your 
proposals  to  contain  costs:  whether  there  should  be  a  single  national  system  of 
reimbursement;  whether  there  should  be  more  discretion  given  to  providers;  whether  costs 
should  be  contained  through  managed  care  or  some  combination  of  these. 

As  peirt  of  its  deliberative  process,  we  would  urge  the  committee  to  compare  the  cost 
and  performance  of  the  U.S.  health  care  system  to  those  of  our  industrial  partners.  Without 
exception,  all  of  these  countries  have,  universal  access  to  health  care  benefits  with 
government-based  reimbursement  controls. 

Recently,  many  of  the  interest  groups  that  oppose  reform  have  gone  on  the  offensive 
and  conducted  studies  with  the  goal  of  demonstrating  that  specific  international  systems 
should  not  be  adopted  here. 

We  urge  the  committee  not  to  be  distracted  by  the  myths  of  rationing,  excessive 
government  bureaucracy  and  inferior  quality  that  have  long  been  advanced  by  those  who 
oppose  reform.  Taken  together,  the  health  care  systems  throughout  the  industrial  world 
provide  incontrovertible  evidence  that  it  is  possible  to  provide  coverage  to  all  Americans  far 
more  effectively  and  at  a  cost  that  is  measured  and  contained. 
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In  comparison  to  our  industrialized  partners,  the  U.S.  health  care  system  fails  the 
tests  of  fairness  and  equity.  We  also  fail  the  test  of  efficiency,  which  is  apparent  to  both 
consumers  and  providers  who  are  frustrated  with  red  tape  and  paperwork.  Even  those  who 
seek  to  preserve  the  current  system  can  no  longer  defend  the  excessive  overhead  and 
administrative  costs  associated  with  our  fragmented  system. 

In  pursuing  a  "competitive"  health  care  market,  the  U.  S.  has  ended  up  with  a  system 
that  operates  on  the  principle  of  Social  Darwinism.  It  punishes  employers  who  provide 
health  insurance  to  their  workers  by  forcing  them  to,  in  effect,  subsidize  the  health  care  of 
those  who  are  employed  by  firms  that  seek  a  competitive  advantage  by  refusing  to  provide 
such  coverage.  The  system  rewards  purchasers  with  large  groups  or  relatively  young  workers 
with  short-term  discounts,  and  it  penalizes  small  employers  and  those  with  older,  more 
experienced  workers  by  forcing  them  to  pay  more  for  coverage.  The  system  is  replete  with 
inefficiencies  that  have  forced  costs  to  rise  sharply,  and  millions  of  Americans  who  are 
fortunate  enough  to  be  covered  by  health  insurance  have,  as  a  result,  suffered  the  financial 
burden  of  increased  cost-shifting  and  reductions  in  benefits. 

The  view  has  long  been  held  that,  notwithstanding  these  structural  flaws,  the  U.S. 
system  provides  better  quality  of  care.  But  this  too  has  proved  to  be  another  myth  advanced 
by  those  who  oppose  change.  It  is  virtually  impossible  to  defend  the  high  rates  of  surgery, 
the  estimates  of  unnecessary  tests  and  procedures,  the  relatively  small  attention  paid  to 
preventive  care  and  the  lack  of  technology  assessment  and  the  duplication  of  equipment  in 
our  current  system. 

A  nation  that  seeks  to  be  competitive  in  the  21st  century  can  no  longer  continue 
down  this  road.  On  a  per  capita  basis,  we  spend  40  percent  more  than  Canada,  90  percent 
more  than  Germany  and  125  percent  more  than  Japan. 

In  short,  the  current  crisis  demands  immediate  action  and  the  labor  movement  is 
united  in  its  pursuit  of  fundamental  restructuring  of  the  system.  Although  we  have  drafted 
specific  proposals  for  your  consideration,  let  me  be  clear  that  the  AFL-CIO  is  not 
committed  to  any  single  plan.  Instead,  our  objective  is  to  maintain  an  open  mind  and  work 
with  all  who  share  our  goals  toward  the  development  of  legislation  that  can  be  enacted.  We 
have  four  essential  goals:  to  contain  health  care  inflation;  to  provide  all  Americans  access 
to  care;  to  overhaul  administrative  procedures  and  to  solve  the  retiree  crisis. 

Contain  the  Growth  in  Health  Care  Costs 

To  achieve  this  objective,  we  urge  Congress  to  establish  a  national  commission 
composed  of  consumers,  labor,  management,  government  and  providers  to  administer  a 
single  national  cost  containment  program  by: 

•  Negotiating  payment  rates  to  be  used  by  all  payors. 

•  Establishing  a  target  for  the  annual  rate  of  increase  in  total  health  care 
spending. 

•  Establishing  a  capital  budgeting  system  to  encourage  the  efficient 
distribution  of  capital,  which  will  minimize  the  uimecessary  duplication 
of  equipment  and  reduce  the  large  numbers  of  empty  beds  still  in  the 
system. 

Access  to  Medical  Care  for  all  Americans 

To  achieve  this  objective,  we  urge  Congress  to: 

•  Establish  a  core  benefit  package  to  which  all  Americans  are  entitled. 
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•  Require  all  employers,  including  the  federal  government,  to  contribute 
fairly  to  the  cost  of  care  for  workers  and  their  families. 

•  Put  an  end  to  the  patchwork  quilt  of  federal  and  state  health  care 
programs  and  establish  one  federal  program  for  those  not  in  the 
workforce,  including  the  unemployed  and  those  currently  receiving 
protection  through  state  Medicaid  programs. 

Reduce  Waste.  Red  Tape  and  Paperwork 

Recently,  there  has  been  a  growing  interest  in  reforming  insurance  practices  in  the 
small  group  market.  While  we  support  such  long-overdue  reforms,  the  APL-CIO  believes 
that  far  more  needs  to  be  done  and  that  reforms  should  be  developed  by  Congress  -  not 
the  states  --  to  assure  uniformity  across  the  country.  Specifically,  we  believe  regulation  is 
warranted  to: 

•  Put  a  stop  to  current  insurance  practices  that  keep  individuals  and 
employers  out  of  the  health  system  or  force  them  to  pay  contributions 
that  are  disproportionately  high.  This  would  involve  broad  pooling  of 
risk,  minimum  data  requirements  and  standardized  claims  forms. 

•  Set  minimum  standards  for  entities  offering  so-called  "managed  care." 
This  would  eliminate  much  of  the  confusion  in  the  market-place  and 
level  the  playing  field  for  organized  systems  of  care  that  meet  federal 
requirements. 

•  Improve  quality  of  care  by  developing  practice  guidelines  for  physicians 
and  a  national  strategy  to  reform  the  current  system  of  handling 
malpractice  disputes. 

Solve  The  Retiree  Crisis 

The  issue  of  retiree  health  care  has  become  one  of  the  most  difficult  at  the 
bargaining  table.  The  new  accounting  regulations  put  forth  by  the  Financial  Accounting 
Standards  Board  (FASB)  that  go  into  effect  in  1993  would  require  companies  --  for  the  first 
time  "  to  list  on  their  Balance  Sheets  estimates  of  liabilities  for  providing  health  care 
benefits  to  current  and  future  retirees.  The  new  regulations  have  caused  a  number  of 
employers  to  cut  back  coverage  for  future  retirees  or  eliminate  protection  altogether.  Such 
actions  have  already  seriously  increased  the  number  of  retirees  without  coverage  and  the 
problem  is  growing. 

We  believe  that  the  most  effective  way  of  responding  to  this  crisis  is  to  make  the  age 
of  eligibility  for  Medicare  more  consistent  with  the  average  retirement  age.  Specifically,  we 
propose  reducing  Medicare  to  age  60.  This  would  spread  the  cost  of  retiree  health  care 
over  the  entire  population  and  no  longer  disproportionately  penalize  employers  who  have 
attempted  to  protect  their  retirees  against  the  high  cost  of  getting  sick. 


CONCLUSION 

Our  proposals  are  based  on  the  experiences  of  millions  of  working  men  and  women 
for  whom  the  current  health  care  system  has  become  a  nightmare. 

They  are  the  ones  who  feel  the  sting  of  repeated  cost  containment  exercises  that  have 
done  little  to  Umit  the  soaring  cost  of  health  care. 

They  are  the  ones  who  are  losing  access  to  a  health  care  system  that  purports  to  be 
the  best  in  the  world. 
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And  they  are  the  ones  who  face  the  prospect  of  injury  and  illness  without  any  idea 
on  how  they  will  pay  for  the  decent  and  humane  treatment  they  deserve. 

Mr.  Chairman,  there  is  real  suffering  going  on  out  there.  Nothing  short  of  full  scale 
reform  will  solve  our  problems.  We  have  reached  the  stage  where  quick  fixes  no  longer  are 
possible  and  where  "voluntary  efforts"  no  longer  offer  promise. 

For  its  part,  the  AFL-CIO  is  prepared  to  consider  each  and  every  proposal  that 
purports  to  address  the  three  issues  of  cost,  access  and  quality.  We  are  prepared  to  work 
with  you  and  your  staff  and  to  work  in  coalitions  with  consumers,  employers  and  providers 
to  develop  an  approach  to  national  health  care  reform  that  takes  the  best  of  the  systems 
around  the  world  and  is  "made  in  the  U.S.A." 
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Chairman  Stark.  Thank  you  very  much,  Cal. 

I  want  to  take  this  opportunity  to  welcome  my  two  colleagues, 
Ray  McGrath  from  New  York  and  Bill  Coyne  from  Pennsylvania, 
who  have  joined  us. 

I  also  want  to  introduce  our  late  distinguished  arrival,  Mr.  Lynn 
Williams,  who  also  is  from  Pittsburgh,  and  who  is  president  of  the 
United  Steelworkers  of  America.  He  used  to  represent  an  awful  lot 
of  working  steelworkers  in  my  district,  but  somehow  those  can 
plants  just  went  someplace  else,  I  think.  We  are  honored  to  have 
you  with  us  this  morning.  It  is  a  tribute  to  the  labor  movement  and 
to  Mr.  Coyne  that  you  would  join  us. 

Mr.  Coyne.  Mr.  Chairman. 

Chairman  Stark.  Excuse  me. 

Mr.  Coyne.  I  also  would  like  to  welcome  Mr.  Williams  to  the 
hearings,  and  let  him  know  that  I  am  very  encouraged  that  the 
Steelworkers  are  going  to  play  an  important  role  in  this  effort. 
Over  the  years  they  have  been  active  in  reforming  many  of  our 
social  service  programs  to  make  them  more  acceptable  to  the 
American  people  generally. 

It  is  good  to  see  you,  Lynn. 

Chairman  Stark.  Proceed  in  any  manner  you  are  comfortable. 

STATEMENT  OF  LYNN  R.  WILLIAMS,  INTERNATIONAL 
PRESIDENT,  UNITED  STEELWORKERS  OF  AMERICA 

Mr.  Williams.  Well,  thank  you  very  much,  Mr.  Chairman,  and 
thank  you.  Congressman  Cojrne,  for  your  warm  words.  It  is  good  to 
see  Congressman  McGrath. 

I  certainly  appreciate  very  much  the  opportunity  to  testify  here 
this  morning  on  this  vitally  important  subject.  I  share  your  wish, 
Mr.  Chairman,  that  we  had  more  steelworkers  in  your  congression- 
al district,  more  working  steelworkers,  but  it  has  been  a  time  of 
terrible  devastation  for  the  basic  industries  in  America. 

That  is  not  really  the  subject  here  this  morning,  although  I  sup- 
pose it  is  not  entirely  unrelated.  But  we  appreciate  your  efforts  to 
help  us  do  something  about  that  throughout  all  these  years  and  on 
into  the  future. 

A  national  health  care  delivery  system  must  be  just  that.  It  must 
be  nationwide  in  scope  and  provide  quality  care  which  is  both  com- 
prehensive and  affordable.  Given  that  objective,  an  analytical 
review  of  the  system  must  be  also  comprehensive  in  scope. 

But  more  than  that,  legislative  responses  to  defects  must  also  be 
broad  in  their  reach.  Actually,  there  is  a  growing  consensus  that 
the  reforms  must  also  be  systemic.  A  structural  reorganization  of 
our  health  care  system  is  in  order. 

It  would  be  very  repetitive  of  me  to  dwell  upon  the  expert  state- 
ments and  studies  delivered  to  this  committee.  However,  some  of 
the  descriptive  words  used  to  define  the  problems  connote  alarm 
and  a  sense  of  urgency  about  the  need  for  immediate  change. 

0MB  Director  Darman  has  declared  the  cost  escalation  to  be  un- 
sustainable. CBO  Director  Reischauer  remarks  about  the  failure  of 
normal  discipline  of  the  marketplace.  GAO  Comptroller  General 
Bowsher  minces  no  words  when  he  indicates  piecemeal  reforms  are 
unlikely  to  reduce  growth  of  spending  substantially.  The  National 


32 

Leadership  Coalition  maintains  that  only  systemic  reforms  will  suf- 
fice. 

As  users  of  the  present  system,  indeed  as  a  union  negotiating  in- 
stitution which  has  played  a  key  role  in  promoting  employment- 
based  health  care  systems,  we  are  overwhelmed  by  the  direction 
which  it  has  taken. 

As  an  organization  committed  to  social  change  in  order  to  en- 
hance social  justice,  we  are  appalled  by  the  nearly  40  million  un- 
covered persons,  two-thirds  of  whom  are  workers  and  their  depend- 
ents. It  is  a  social  concern  which  has  nagged  at  the  edge  of  the  Na- 
tion's consciousness,  but  up  to  now  has  not  been  able  to  generate 
the  political  power  to  overcome  the  apathy  of  those  already  cov- 
ered, the  fear  of  increased  costs  for  public  programs,  and  the  oppo- 
sition of  some  employers  to  mandated  benefits. 

While  the  plight  of  the  uncovered  might  have  been  ignored  be- 
cause they  were  outside  the  system,  it  is  now  evident  that  no  one  is 
really  outside.  The  cost  of  the  inadequate  care  which  they  receive 
is  being  shifted  to  those  who  are  covered.  While  there  may  be  free 
riders,  the  ride  itself  is  not  free.  The  cost  is  merely  shifted  to  other 
payers. 

But  now  the  crisis  is  reaching  deeper  into  middle-income  groups, 
as  crippling  cost  increases  endanger  either  the  affordability  of  the 
benefits  which  they  have  long  received  or  the  level  of  the  benefits 
which  constitute  a  basic  package  of  health  care  protection. 

Pressure  on  our  standard  of  living  is  mounting,  either  because  of 
wage  reductions  being  demanded  by  employers  to  cover  costs  or  be- 
cause of  benefit  reductions  to  stay  within  a  certain  emplo)anent 
cost  range. 

Lack  of  coverage  and  lack  of  cost  containment  are  twin  problems 
that  union  negotiators  must  confront  in  every  collective  bargaining 
session.  It  is  ironic  that  the  workers  who  may  resort  to  strike 
action  to  defend  against  the  loss  of  their  health  care  benefits  may 
now  be  subject  to  the  loss  of  their  jobs  because  of  the  permanent 
striker  replacement  interpretation  of  the  Supreme  Court. 

Make  no  mistake  about  it.  Unions  have  attempted  to  be  innova- 
tive at  the  bargaining  table.  At  first,  the  cost  problem  was  viewed 
as  one  which  could  be  contained  by  the  plan  managers  and  the  par- 
ticipants. Managed  care  initiatives,  HMOs,  gatekeeper  systems, 
preferred  provider  networks,  and  cost  containment  committees 
were  among  some  of  the  piecemeal  measures  introduced. 

But  there  were  other  concessions  being  sought,  which  increased 
copa5rments  and  deductibles,  thereby  impacting  negatively  on  bene- 
fit levels.  These  were  cost-shifting  devices  which  actually  caused  a 
downward  spiraling  for  workers  and  contributed  to  labor-manage- 
ment tension. 

Out  of  these  experiences  we  have,  however,  come  to  the  conclu- 
sion that  cost  shifting,  either  among  groups  or  to  workers,  does  not 
control  costs.  Indeed,  we  are  now  witnessing  additional  cost  shift- 
ing impacts  as  the  Government  formulas  for  controlling  costs  in 
the  public  sector  programs,  namely  the  diagnosis-related  group 
payment  system  for  hospitals  and  relative  value  scale  for  doctors, 
begin  to  take  hold. 

Industry-specific  control  measures  cannot  solve  the  health  care 
spending  growth  problem  on  their  own.  Market  mechanisms  have 
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not  worked.  We  are  turning  in  desperation  to  the  legislative  arena, 
where  only  a  national,  fundamental  change  can  emerge. 

Debate  over  the  format  or  model  for  a  systemic  reform  has  grid- 
locked  the  Congress  for  years.  As  a  union,  we  are  no  longer  wedded 
to  any  single  approach,  even  to  the  social  insurance  or  single  payer 
approach  with  which  we  have  been  traditionally  associated. 

Indeed,  the  need  to  act  quickly  and  develop  an  enactable  but 
basic  reform  system  is  so  overpowering  that  political  feasibility 
must  be  taken  into  consideration. 

We  are,  therefore,  supporting  a  system  which  builds  upon  the 
present  mixture  of  public  and  private  payers,  of  social  insurance 
and  employment-based  plans  under  an  all-payer  approach  wherein 
there  would  be  a  uniform  rate-setting  mechanism  applicable  to 
both  the  public  and  private  sectors.  All  employers  under  a  play-or- 
pay  obligation  would  be  required  to  enroll  their  employees  in 
either  the  public  plan  or  a  private  plan. 

While  play-or-pay  approaches  can  handle  the  access  issue,  with- 
out a  uniform  provider  payment  system,  our  plans  will  still  be 
under  heavy  cost  pressure.  The  Steelworkers,  therefore,  urge  that 
cost  containment  provisions  be  an  integral  part  of  any  universal 
coverage  bill  which  may  emerge  from  the  committee. 

We  recognize  that  cost  containment  measures  substitute  a  Feder- 
al role  for  marketplace  mechanisms.  But  normal  marketplace 
forces  do  no  prevail  in  the  current  health  care  delivery  system. 
Only  a  legislative  intervention  can  bring  about  the  structural 
changes. 

For  that  reason,  we  have  formed  a  task  force  with  five  steel  com- 
panies to  advocate  an  all-payer  system,  and  have  issued  a  state- 
ment of  principle.  It  is  a  unique  joint  effort,  in  that  the  steel  firms 
recognize  that  the  need  for  Federal  intervention  overrides  a  natu- 
ral commitment  to  marketplace  competition  as  the  means  to  con- 
trol costs. 

On  the  part  of  the  union,  there  is  the  acknowledgement  that  an 
all-payer  approach  can  accomplish  the  same  objectives  of  universal 
access,  high  quality,  and  controlled  costs  as  could  a  social  insur- 
ance approach. 

We  are  also  a  member  of  the  National  Leadership  Coalition  for 
Health  Care  Reform,  out  of  which  is  evolving  a  cost-containment 
coalition  within  a  system  of  public-private  participation.  The  union 
and  its  industry  task  force  members  are  committed  to  expanding  a 
cost-control  coalition  to  bring  about  the  systemic  changes. 

We  no  longer  have  the  luxury  to  be  preferential  about  the  health 
care  model  required  to  secure  the  needed  objective.  Time  for  action 
is  now.  The  important  issue  in  this  legislative  debate  is  not  the 
format  of  the  change  which  the  proposed  national  health  care 
system  takes,  but  the  content  of  the  changes  which  will  be  deliv- 
ered. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  LYNN  R.  WILLIAMS,  INTERNATIONAL  PRESIDENT 
UNITED  STEELWORKERS  OF  AMERICA 

I  realize  that  the  time  for  my  presentation  is  limited, 
but  let  me  make  the  point  that  the  consequences  of  the 
health  care  crisis  are  unlimited.     Testimony  before  the 
Congress  has  reiterated  in  startling  terms  the  dimension  of 
the  crisis.     The  health  care  system  has  been  described  as 
being  out  of  control . 

According  to  0MB  Director  Darman  health  care  costs  will 
double  in  six  years  and  the  trend  is  "unsustainable." 
According  to  CBO  Director  Reischauer .  competitive  forces  are 
not  working  in  this  market.     Managed  care  programs  can  work, 
but  provide  only  a  one  time  reduction  in  cost  for  the 
companies  which  introduce  them.     Darman  testified: 

"There  seems  to  be  an  inherent  dilemma  in  the  area 
of  health  care.     Because  medical  diagnosis  and 
prescriptions  have  been  largely  in  the  hand  of  the 
professional  provider,  not  the  consumer,  consumer- 
based  market  discipline  has  been  weak." 

GAO  Comptroller  General  Bowsher  also  acknowledges  that 
no  current  strategy  is  adequate  to  control  costs. 

"This  issue  leads  me  to  conclude  that  piecemeal 
reforms,  whether  undertaken  by  business  or 
government,  are  unlikely  to  reduce  the  growth  of 
national  health  spending  substantially.  No 
individual  sector  can  solve  its  spending  growth 
problem  on  its  own... the  reform. . .must  be 
comprehensive . " 

However,  cost  shifting  strategies  either  between  the  public 
and  private  sector  plans,  among  private  sector  plans,  or  on 
to  employees  will  not  restrain  the  aggregate  increases. 

Aside  from  the  cost  crisis  we  are  faced  with  a  coverage 
crisis.     Dr.  Karen  Davis,  Johns  Hopkins  University, 
describes  the  plight  of  the  uncovered: 

"Of  greatest  concern,  an  estimated  37  million  uninsured 
people  are  vulnerable  to  receiving  inadequate  health 
care  in  the  event  of  illness  or  injury  and  are  exposed 
to  the  risk  of  severe  financial  hardship  from  health 
care  bills." 

Furthermore,  the  financing  of  medical  care  for  this  group  of 
persons  is  shifted  upon  other  payors  in  the  system,  despite 
the  fact  that  nearly  two-thirds  of  the  uninsured  are  full 
time  employees  and  their  dependents. 

The  National  Leadership  Coalition  for  Health  Care 
Reform  mentions  that  no  one  company  or  industry  is  capable 
of  cost  containment:  "There  is  a  serious  systemic  problem 
that  requires  a  systemic  solution." 

We  are  faced  with  the  twin  problem  of  lack  of  social 
eauitv  and  crippling  cost  escalation.     Originally  our  union 
focused  upon  the  fact  that  the  health  care  system  left  large 
numbers  of  persons  without  health  care  protection.     This  was 
a  social  problem.     To  some  extent  we  felt  that  the  expansion 
of  union  organizing  could  result  in  a  more  extensive 
coverage  of  those  people  under  employment-based  plans.  But 
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it  was  a  problem  which  basically  was  not  afflicting  our 
membership.  '  That  has  changed: 

o    Restructuring  of  the  basic  industries  has  left  many 
workers,  formerly  with  generous  health  care  plans,  out 
of  jobs  and  out  of  coverage.     CBO  Director  Reischauer 
states:     "The  proportion  of  people  without  health 
insurance  coverage  has  been  growing  -  from  12.2%  in 
1978  to  15.7%  in  1989  -  and  the  proportion  of  workers 
with  insurance  has  been  falling."    The  loss  of  a  job 
carries  with  it  a  heavy  penalty.     Subsequent  job 
placement  may  have  either  no,  or  inadequate,  health 
care  coverage. 

o    Cost  shifting  has  accelerated  as  the  result  of  the 
growth  of  the  uncovered.     These  costs  have  put 
increased  pressure  upon  our  negotiated  plans. 

o    Early  shutdown  pension  benefits,  including  health 
care  coverage,  are  available  for  some  steelworkers  with 
greater  seniority  and  age.     However,  this  is  a 
restructuring  cost  which  is  not  carried  by  our  foreign 
competitors.     Lowering  of  the  Medicare  age  of 
eligibility  would  alleviate  a  pressure  which  is  truly  a 
societal  one. 

Nevertheless,  the  social  concern  for  the  health  care 
needs  of  these  people  did  not  generate  enough  arousal  to 
compel  a  fundamental  change  in  the  system.     But  it  has 
eventually  become  apparent  that  the  lack  of  coverage  of  low 
income  workers  is  part  of  a  larger  problem  which  is  now 
threatening  middle  income  groups  and  undermining  their 
coverage.    The  current  system,  which  did  not  provide 
universal  coverage  is  now  cracking  because  of  a  broader 
defect,  namely,  lack  of  cost  controls. 

Adequate  health  care,  instead  of  being  an  essential 
component  of  a  reasonable  standard  of  living,  is  becoming  a 
luxury  which  can  be  purchased  only  if  wg  lower  our  standard 
of  living.     It  is  of  great  concern  in  the  promotion  fif 
competitiveness  in  the  global  marketplace  where  our 
companies  are  at  a  disadvantage  with  our  trading  partners 
who  do  not  experience  the  same  cost  burdens  as  U.S.  firms. 
A  low  wage,  low  benefit  strategy  is  not  an  acceptable 
approach . 

It  is  a  major  issue  of  great  contention  at  the 
bargaining  table  as  union  negotiators  resist  pressures 
either  to  reduce  benefits  or  to  shift  more  costs  upon  the 
workers.     (If  I  might  be  allowed  a  slight  diversion  with 
regard  to  another  item  of  great  concern  to  the  labor 
movement  -  namely  anti-striker  replacement  legislation. 
Many  strike  actions  are  not  being  initiated  to  expand  worker 
benefits,  but  rather  to  retain  them,  key  among  which  are 
health  care  measures.     Yet  today,  under  the  Mackav  Radio 
decision,  workers  are  vulnerable  to  losing  either  their  jobs 
or  their  health  care  benefits  when  they  weigh  their  decision 
to  strike.     That  is  not  fair  from  a  labor-management  point 
of  view. ) 

But,  it  is  not  fair  also  from  a  public  health  policy 
point  of  view.     For  that  reason  the  USWA  has  been  searching 
for  an  enactable  approach  which  addresses  the  twin  concern 
of  cost  containment  and  universal  coverage.     We  do  not  think 
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that  those  problems  can  be  treated  separately.     While  we  are 
no  longer  wedded  to  any  single  approach  to  accomplish  that 
objective,  we  recognize  the  essential  role  of  federal 
recmlation  in  managing  a  public  and  private  participation 
under  what  is  called  an  all-payor  approach  i.e.  a  rate 
setting  mechanism  under  federal  law  whereby  providers  would 
be  prohibited  from  cost  shifting  among  multiple  payors, 
uniform  reimbursement  rules  would  be  applied  to  all 
providers  and  system-wide  spending  controls  or  caps  would  be 
established.     In  order  to  secure  universal  coverage  all 
employers  would  be  required  to  cover  their  employees  either 
through  enrollment  in  their  own  employment-based  plans  or 
through  paying  for  entry  into  a  public  plan  -  a  pay  or  play 
approach. 

While  pay  or  play  approaches  can  handle  the  social 
equity  issue,  without  a  uniform  provider  payment  system  our 
Plans  will  still  be  under  heavy  cost  pressures.     The  USWA, 
therefore,  urges  that  cost  containment  provisions  be  an 
integral  part  of  any  universal  coverage  bill  which  may 
emerge  from  the  committee.     We  recognize  that  cost 
containment  measures  substitute  a  federal  role  for  market 
place  mechanisms.     But  normal  marketplace  forces  do  not 
prevail  in  the  current  health  care  delivery  system  -  only  a 
legislative  intervention  can  bring  about  the  structural 
change.     For  that  reason,  we  have  formed  a  task  force  with 
five  steel  companies  to  advocate  an  all-payor  system  and 
have  issued  a  statement  of  principles.     It  is  a  unique  joint 
effort  in  that  the  steel  firms  recognize  that  the  need  for 
federal  intervention  overrides  a  natural  commitment  to 
marketplace  competition  as  the  means  to  control  costs.  On 
the  part  of  the  Union  there  is  the  acknowledgment  that  an 
all-payor  approach  can  accomplish  the  same  objectives  of 
universal  access,  high  quality  and  controlled  costs  as  could 
a  social  insurance  approach. 

We  are  also  a  member  of  the  National  Leadership 
Coalition  for  Health  Care  Reform,  out  of  which  is  evolving  a 
cost  containment  coalition  within  a  system  of  public/private 
participation.    The  union  and  its  industry  task  force 
members  are  committed  to  expanding  a  cost  control  coalition 
to  bring  about  the  systemic  changes. 

We  no  longer  have  the  luxury  to  be  preferential  about 
the  health  care  model  required  to  secure  the  needed 
objectives.    Time  for  action  is  now.    The  important  issue  in 
this  legislative  debate  is  not  the  format  of  the  change 
which  the  proposed  national  health  care  system  takes,  but 
the  content  of  the  changes  which  will  be  delivered. 
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STATEMENT  OF  PRINCIPLES  ON 
HEALTH  CARE  REFORM 


The  USWA  and  the  member  companies  of  the 
Joint  National  Health  Care  Policy  Committee 
have  begun  an  intensive  study  of  the  health  care 
crisis  in  the  United  States.  This  crisis  has  affected 
the  international  competitiveness  of  the  American 
steel  industry.  It  has  placed  a  severe  strain  on 
collective  bargaining  as  increasing  resources 
must  be  dedicated  to  health  care.  This  problem 
must  be  solved.  Inasmuch  as  considerable  work 
remains  to  be  accomplished  by  the  Joint 
Committee,  the  following  principles  will  guide 
the  Joint  Committee's  work. 

1.  Legislative  and  regulatory  action  needs  to  be 
taken  which  simultaneously  addresses  each 
of  the  three  facets  of  the  problem— access  to 
affordable  health  care;  quality;  and  cost 
containment  to  address  accelerating  fees, 
inappropriate  utilization  of  services,  excess 
capacity  and  new  technology.  Actions  which 
address  just  one  facet  are  likely  to  aggravate 
the  others. 

2 .  Immediate  action  is  required  even  though  it 
may  entail  a  consideration  of  both  short-term 
and  long-term  strategies. 

3.  Access  to  meaningful  and  affordable  health 
care  coverage  should  be  provided  all  citizens 
of  the  United  States,  with  the  cost  to  society 
of  such  coverage  spread  over  the  broadest 
possible  base. 

4.  Systems  for  controlling  total  health  care  cost 
escalation  must  be  implemented  based  on 
explicit  comprehensive  limits  on  national 
health  care  spending. 


5.  Health  care  delivery  systems  should  be 
encouraged,  which  optimize  the  utilization  of 
health  care,  while  minimizing  administrative 
expense. 

6.  Federal  cost  containment  legislation  is 
needed  to  insure  that  public  and  private 
payors  pay  the  same  for  health  care. 

7.  Public  programs  such  as  Medicaid  and 
Medicare  and  the  cost  of  care  for  the 
uninsured  have  shifted  significant  costs  onto 
the  private  sector.  These  cost  shifts  must 
cease. 

8.  Action  is  required  to  control  inappropriate 
utilization  of  services  through  the 
establishment  of  national  medical  practice 
guidelines  which  would  set  standards  for 
health  care. 

9.  Specific  efforts  to  maximize  the  quality  of 
health  care  delivery  should  be  undertaken, 
including  the  use  of  effective  quality 
measurement  systems  and  improved 
accreditation  processes. 

10.  Federal  legislation  providing  appropriate 
limitation  should  be  placed  upon  provider 
ownership  of  ancillary  facilities  such  as 
medical  test  labs,  rehabilitation  facilities  and 
the  like  to  assure  elimination  of  conflict  of 
interest. 

1 1 .  A  better  system  for  handling  medical 
malpractice  disputes  needs  to  be  developed. 

12.  We  must  insure  that  Medicare  remains  the 
primary  payor  for  the  elderly. 


The  Joint  National  Health  Care  Policy  Committee 
Co-Chairmen 

A.  Cole  Tremain.  LTV  Steel  Co.    L.eon  Lynch,  USWA 
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Chairman  Stark.  Thank  you. 
Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman,  and  welcome  to  our 
panel.  I  think  I  am  hearing  an  interesting  dichotomy  of  opinion  be- 
tween how  a  new  health  system  in  the  country  should  be  struc- 
tured. 

I  think  it  probably  reflects  the  same  dichotomy  that  exists  in  the 
Congress  and  in  the  country  as  to  how  best  to  achieve  what  we  all 
believe  needs  to  be  achieved.  That  is  to  cover  everybody  who  is  not 
covered,  to  insure  those  who  are  underinsured,  to  provide  for  some 
cost  containment,  and  at  the  same  time  achieve  the  level  of  quality 
of  care  that  we  have  all  come  to  know  and  want  to  continue. 

I  am  interested.  Bill,  in  your  assessment  of  the  situation  in  terms 
of  your  support  for  the  single  payer  aspect.  I  am  wondering  wheth- 
er or  not  you  think  that  this  can  be  achieved  in  an  immediate  or 
incremental  manner? 

Mr.  Hoffman.  I  think  the  issue  is  moving  toward  a  single-payer 
system,  and  it  can't  happen  overnight,  but  it  has  to  be  agreed  upon 
up  front.  Let  us  try  something,  and  then  let  us  move  next  and 
next,  and  see  if  that  works. 

The  key  elements  need  to  be  there  at  the  beginning.  Different 
tj^es  of  phases  of  moving  in  would  be  something  that  would  have 
to  be  agreed  to,  but,  for  example,  I  don't  think  that  you  could  start 
by  sa5dng,  we  will  move  toward,  in  the  future,  a  mandatory  budget- 
ing process.  We  will  try  it  out  and  see  if  people  can  get  along  and 
do  it.  I  think  you  have  to  bring  some  discipline  to  the  total  expendi- 
tures for  health  care  in  the  country  immediately. 

Mr.  McGrath.  Cal,  some  of  what  we  are  talking  about  are  these 
cost  controls  and  whether  we  have  a  single-payer  system  or  a  plu- 
ralistic system  that  we  generally  have  now.  I  guess  one  of  the 
things  in  the  future  will  be  the  requirement  that  we  have  some 
sort  of  a  basic  plan  that  everybody  can  work  off  of,  which  will 
niean  that  basically.  New  York  State  could  not  mandate  that  in 
vitro  fertilization,  perhaps,  would  be  in  the  mandated  plan. 

I  am  not  just  pointing  out  New  York  State  and  that  particular 
aspect  of  it.  Do  you  agree  that  we  would  need  a  national  plan  of 
common  coverage,  so  that  everybody,  whether  it  be  a  single-payer 
or  a  pluralistic  system,  could  be  playing  on  the  same  page  and  cov- 
ering the  same  kind  of  activities? 

Mr.  Johnson.  Yes.  We  don't  believe  that  a  State-by-State  ap- 
proach is  workable.  There  are  too  many  problems  that  can  be  gen- 
erated. 

For  example,  if  the  State  of  Missouri  decided  that  they  wanted  to 
have  a  program,  and  the  States  of  Kansas  and  Illinois  decide  that 
they  don't,  how  do  you  handle  the  problems  that  exist  where  you 
have  people  living  in  Illinois  and  working  in  St.  Louis,  or  people 
living  in  Missouri  and  working  in  Kansas?  It  becomes  a  mishmash, 
that  creates  more  of  an  administrative  nightmare  than  we  have 
out  there  currently. 

We  think  that  there  has  to  be  a  national  approach.  There  has  to 
be  an  overall  national  program. 

Mr.  McGrath.  I  guess  one  of  the  ^r^.izsientz  is  going  to  be,  what 
is  in  that  basic  plan.  I  have  heard  from  employers  in  my  district 
who  hire  only  men  because  of  the  nature  of  the  jobs.  These  employ- 
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ers  are  now  mandated  by  State  regulation  to  provide  for  maternity 
care,  even  though  at  this  particular  point  in  time  none  of  the  em- 
ployees are  married,  and  they  get  a  little  bit  bent  out  of  shape 
about  that  particular  thing. 

All  of  you  also  mentioned  cost  containment  and  some  of  the 
things  that  either  may  or  may  not  be  working  at  the  present 
time — DRGs,  for  instance,  the  relative  value  scale,  and  a  whole 
bunch  of  other  things  that  have  been  put  into  place  over  the  last 
number  of  years. 

I  guess  there  is  not  enough  information  at  this  particular  point 
in  time  whether  those  things — particularly  the  relative  value  scale 
which  is  not  even  in  place  yet — are  effective.  I  guess  from  the  gist 
of  all  of  your  testimony  that  we  need  something  more  than  just 
some  of  these  marketplace  solutions  that  we  have  put  into  effect.  I 
wonder  if  you  could  all  comment  on  that. 

Mr.  Williams.  Well,  I  think  one  of  the  critical  elements  in  any  of 
these  specific  cost-containment  measures  we  undertake  is  the  cost 
shifting  that  results  from  it.  You  go  to  work  to  contain  costs  in  one 
area,  but  since  there  isn't  any  overall  solution  to  the  cost,  the  pro- 
viders are,  from  their  perspective,  nevertheless  driven  to  seek  to 
recoup  those  costs  in  some  other  areas. 

So  we  are  shifting  the  costs  back  and  forth  and  around  and 
struggling  in  the  labor  movement  to  deal  with  the  attempts  of  em- 
ployers, in  many  cases,  to  shift  the  costs  on  to  the  workers,  and  the 
costs  from  looking  after  the  uncovered  get  shifted  to  the  covered 
plans,  et  cetera,  et  cetera. 

Mr.  McGrath.  I  would  suggest  to  you  that  the  same  thing  is  hap- 
pening among  providers  themselves.  In  New  York  State,  for  in- 
stance, there  is  a  gross  receipts  tax  of  3  percent.  A  pool  is  estab- 
lished for  every  hospital  to  compensate  providers  and  facilities  in 
New  York  for  uncompensated  care,  making  all  of  those  who  have 
to  contribute  to  this  pool  as  marginal  as  they  can  be,  and  putting 
them  all  on  the  line  of  close  to  bankruptcy. 

So  while  I  understand  what  is  happening  in  terms  of  the  employ- 
ee, it  is  also  happening  on  the  other  side  of  the  equation.  I  will  just 
end  up  my  time  here  by  saying  I  think  we  have  a  historic  opportu- 
nity now.  It  seems  that  everybody  is  on  the  same  page — employers 
and  employees  alike,  whether  it  is  union  or  management,  and  Con- 
gress. I  think  it  is  being  driven  by  the  people,  as  you  suggest. 

We  have  an  opportunity,  and  we  all  understand  what  we  want.  It 
is  just  a  matter  of  how  we  get  there,  and  that  is  going  to  be  the 
hard  part.  But  I  think  we  are  going  to  need  a  new  system.  I  don't 
know  how  that  system  is  going  to  look  when  it  is  finished,  but  my 
options  are  wide  open,  whether  it  be  single-payer  or  a  pluralistic 
system  or  what. 

I  am  going  to  see  if  I  can  find  out  as  much  as  I  can,  try  to  com- 
pare apples  with  apples  rather  than  apples  and  oranges,  and  try  to 
decide  whether  the  protestations  of  either  side  of  this  issue  are  cor- 
rect. Then  I  will  make  up  my  mind. 

I  am  not  going  to  be  forced  one  way  or  another  to  go  in  one  di- 
rection just  because  of  some  preconceived  philosophical  bent  that  I 
may  or  may  not  have  or  my  party  may  or  may  not  have.  I  am 
going  to  try  to  find  out  as  much  detail  as  I  can,  and  then  make  a 
decision  based  on  it  when  I  have  to. 
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Thank  you  very  much. 

Mr.  Coyne  [presiding].  I  would  be  interested,  Lynn,  in  hearing  a 
response  to  your  experience.  We  are  often  told  here  on  the  commit- 
tee and  in  Congress  that  if  a  mandated  program  were  to  come 
about,  employers  would  be  less  competitive. 

I  know  you  have  done  a  lot  of  negotiating — the  whole  panel 
has — ^with  business,  and  I  would  appreciate  it  if  you  could  share 
your  experience.  Would  many  employers  not  be  able  to  afford  to 
provide  benefits  for  their  employees? 

Mr.  Williams.  Well,  I  don't  believe  that  would  really  be  the 
result.  I  think  the  result  would  be  that  we  would  achieve  a  much 
more  level  playing  field  among  employers.  It  certainly  is  a  competi- 
tive disadvantage  where  you  have  two  employers  in  the  same  in- 
dustry, and  you  have  one  providing  health  care  coverage  and  an- 
other not  providing  health  care  coverage. 

There  is  certainly  an  inequity  in  that  which  favors  the  employer 
who  fails  in  their  social  obligation.  But  if  it  is  mandated  from  all 
employers,  why  then  obviously  you  have  a  level  playing  field. 

I  was  very  interested  yesterday  morning  going  to  work  to  listen 
to  an  NPR  report  on  the  State  of  Hawaii,  where  they  have  mandat- 
ed coverage  for  all  employers,  and  they  did  a  lot  of  interviewing  on 
that  program. 

And  while  there  was  a  little  bit  of  complaining  from  some  who 
said  that  they  couldn't  quite  meet  this,  it  was  clear  that  the  overall 
result  has  been  lower  costs  in  the  whole  system  for  everyone,  be- 
cause everyone  is  covered.  There  was  some  very  interesting  testi- 
mony in  that  short  segment  from  two  or  three  people  about  how 
that  works. 

As  you  know,  because  of  this  inequity  and  the  lack  of  comprehen- 
siveness, it  is  a  terrible  collective  bargaining  struggle.  We  have  a 
thousand  folks  out  on  the  street  in  Cannonsburg,  as  you  know, 
next  door  to  Pittsburgh,  over  this  very  issue.  The  rest  of  their  col- 
lective bargaining  agreement  is  essentially  settled,  but  the  compa- 
ny is  trying  to  push  enormous  costs  back  onto  them  in  the  health 
care  coverage. 

Mr.  Coyne.  Anyone  else  care  to  comment? 

Mr.  Hoffman.  Yes.  As  with  many  of  the  aspects,  I  would  just 
like  to  add  to  Mr.  Williams'  comments.  It  is  clear  that  mandating 
coverage  can  attack  a  piece  of  the  problem  in  front  of  us,  namely  a 
portion  of  the  access  problem,  for  people  to  have  coverage. 

None  of  the  proposals  that  I  have  seen  is  a  universal  mandate  on  I 
all  employers,  first  of  all,  to  start  with.  You  have  all  these  groups 
that  have  a  difficult  time — so  you  don't  get  coverage,  even  for  all  of  ' 
the  employed  population.  I 

But  it  does  nothing  to  deal  with  the  actual  backdrop  of  the  j 
health  care  costs  of  the  system  or  the  quality  of  care  that  is  out  ! 
there.  So  it  is  a  piece  of  the  puzzle,  too  limited,  from  our  perspec- 
tive, to  solve  the  real  problem  that  is  there,  and  I  think  it  should  , 
be  looked  at  as  addressing  a  portion  of  the  problem. 

Mr.  Coyne.  One  of  the  Steelworkers'  recommendations  is  to  have  i 
Medicare  remain  the  primary  provid"-^  of  cc"^rage  for  the  elderly.  || 
Have  any  of  the  witnesses  given  thought  vo  expanding  that  cover-  f 
age  to  all  Americans?  | 
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Mr.  Williams.  Well,  basically  from  the  Steelworkers'  point  of 
view,  a  single-payer  social  insurance  model  across  the  country, 
which  extends  Medicare  to  everyone,  would  be  a  great  thing  to  do. 

Politically,  however,  we  have  a  great  deal  of  concern  about 
whether  that  really  can  be  done.  We  are  very  concerned  that  we 
not  end  up  in  an  ideological  confrontation  about  that  sort  of  issue, 
and  years  go  by  and  nothing  has  been  done.  Because  we  believe  the 
crisis,  first  of  all  and  most  importantly  for  the  nearly  40  million 
people  who  haven't  coverage,  and  second  the  crisis  then  in  the  rest 
of  the  system  for  those  who  do  have  coverage,  is  now  of  such  a 
scale  that  it  simply  must  be  addressed. 

The  whole  question  of  international  competitiveness  is  much  in- 
volved. There  is  no  question  that  American  corporations  are  seri- 
ously disadvantaged  in  the  global  economy  when  they  are  out  there 
competing  with  countries  which  universally,  among  advanced  coun- 
tries except  for  South  Africa,  I  guess,  have  coverage. 

So  we  just  feel  that  we  have  to  get  at  it.  Theoretically,  of  course, 
it  would  be  ideal  if  we  could  extend  Medicare.  But,  we  believe  an 
extension  to  a  lower  age  group  would  be  a  significant  part  of  a 
piece  that  we  might  be  able  to  get  done  fairly  quickly  in  terms  of 
addressing  these  needs. 

Mr.  Coyne.  Thank  you.  Bill. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman.  I  just  have  two  com- 
ments, as  I  think  we  are  all  trying  to  think  this  out  together. 

The  first  is  that  I  have  found  that  the  discussion  of  the  employer 
mandate  doesn't  fully  reflect  what  is  in  the  suggestions  and  in  the 
bills,  which  is  not  only  an  employer  mandate,  but  an  employee 
mandate.  What  these  plans  generally  say  is  that  the  employee  can 
be  required  to  contribute  up  to  20  percent. 

It  doesn't  keep  the  employer  from  paying  100  percent,  but  pre- 
sumably where  there  isn't  a  plan  in  place  today,  the  employees 
who  would  then  receive  this  mandated  benefit,  paid  for  80  percent 
by  the  employer,  would  have  to  come  up  with  the  20  percent  them- 
selves. 

I  don't  mention  that  as  an  argument  against  it  or  for  it,  except  to 
say  that  I  think  there  is  some  problem  of  truth  in  advertising.  I 
think  a  lot  of  people  are  thinking  they  are  going  to  get  something 
without  paying  for  it.  Some  of  these  folks,  in  frankness,  are  passing 
up  opportunities  today  to  buy  health  care  because  they  don't  want 
to,  or  don't  feel  they  are  able  to,  come  up  with  the  money  to  pay 
their  share,  let  us  say,  of  the  coverage  for  the  spouse  and  the  de- 
pendents, that  being  increasingly  a  requirement  of  many  of  these 
health  plans.  So  I  think  we  have  an  education  job  to  do. 

The  second  thing  is  also  just  a  general  comment  on  my  part,  and 
it  may,  in  frankness,  be  totally  as  a  result  of  having  served  on  the 
Budget  Committee  for  9  years.  I  think  there  is  an  assumption  in 
here  that  the  Federal  Government  is  going  to  come  up  with  ade- 
quate funds  to  meet,  in  a  reasonably  comprehensive  way,  the  needs 
of  the  unemployed  uninsured.  That  is,  those  who  wouldn't  be  cov- 
ered by  the  employer  mandate. 

I  am  skeptical  about  that.  The  only  reason  I  say  I  am  skeptical  is 
because  I  look  at  the  way  in  which,  over  many  years,  we  have  fi- 
nanced the  two  health  care  plans  for  which  the  Federal  Govern- 
ment has  had  total  responsibility — the  Indian  Health  Service  and 
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the  Veterans'  Administration.  These  programs  have  dedicated 
people  but  are  underfunded  and  have  quality  problems.  We  don't 
talk  a  lot  about  them,  but  they  are  there.  They  are  not  exactly  a 
model  for  what  we  want  to  have  for  the  entire  society. 

And  Medicare,  which  we  are  directly  involved  in  in  this  commit- 
tee, has  reached  a  point  where  we  are  now  getting  complaints  that 
Medicare,  as  well  as  Medicaid,  are  shifting  costs  back  onto  the  pri- 
vate sector,  because  we  are  chintzy  payers. 

So  I  say  that  just  to  suggest  that  the  notion  that  turning  this 
thing  over  to  the  Feds  is  going  to  solve  the  problem,  I  think,  is  a 
leap  of  faith.  That  is  all.  It  may  be  true,  but  I  am  really  skeptical. 
Indeed,  it  would  sufficiently  increase  the  amount  of  our  total 
budget  going  into  health  care  that  it  might  have  exactly  the  oppo- 
site effect  of  what  we  are  talking  about. 

There  could  still  be  cost  shifting  with  that  kind  of  a  plan,  be- 
cause to  the  extent  that  the  Federal  Government,  arguably,  per- 
haps underfunds  the  group  of  people  for  whom  it  is  the  insurance 
company,  those  costs  then  still  get  shifted  back  to  employers  and 
employees  under  the  employer-pay  mandate. 

I  would  welcome  your  comments.  I  am  just  trying  to  think  out 
loud  with  you  about  some  of  the  thoughts  that  run  through  my 
mind  as  I  look  at  these  things. 

Mr.  Williams.  Well,  we  have  simply  reached  the  level  of  crisis 
that  we  must  do  something.  We  must  get  at  this  problem.  It  is  in- 
defensible to  continue  down  the  path  that  we  are  going. 

To  the  extent  that  we  can  put  an  effective  comprehensive  plan  in 
place,  that  reduces  all  of  these  elements — whether  it  eliminates  all 
of  them  entirely,  depending  on  the  kind  of  plan  we  put  together — 
there  certainly  may  be  fringe  difficulties  out  there — ^but  there  has 
to  be  legislative  intervention. 

There  is  simply  no  other  way  to  deal  with  this  at  this  point,  and 
once  we  start  dealing  with  it  in  a  comprehensive  way,  and  we 
make  some  significant  systemic  changes  and  we  get  into  cost  con- 
tainment in  a  serious  way  and  we  get  into  some  process  by  which 
there  is  bargaining  with  providers  about  what  they  are  doing;  we 
get  in  some  process  by  which  there  is  some  planing  and  some  sense 
in  the  way  we  are  using  modern  technologies^ — to  the  extent  we  get 
into  all  these  elements,  we  begin,  then,  to  have  a  system  with 
which  we  can  grapple. 

I  don't  believe,  in  my  heart,  there  is  an5^hing  that  can  be  pro- 
duced in  the  next  2  years  that  is  going  to  solve  all  of  this  forever.  I 
do  believe  that  we  can  get  started,  that  we  can,  if  we  have  enough 
courage,  have  a  legislative  initiative  that  starts  to  do  things  much 
better  than  they  have  been  done  until  now,  and  begins  to  look  after 
people,  and  begins  to  deal  with  the  cost  containment  and  the  qual- 
ity and  all  of  these  issues,  and  then  build  on  that. 

Mr.  McGrath.  Mr.  Chairman.  May  I  redirect? 

Mr.  Gradison.  I  yield  to  the  gentleman  from  New  York. 

Mr.  McGrath.  Bill,  I  think  you^  had,  in  your  testimony,  used 
Canada  as  a  model.  Now,  I  have  no  problem  taking  the  good  parts 
of  the  Canadian  plan,  but  I  get  this  all  the  time  when  I  get  home 
in  front  of  senior  citizens  groups.  They  want  the  Canadian  plan. 

I  am  just  wondering  a  couple  of  things.  I  am  just  thinking  out 
loud,  maybe  the  way  Bill  did.  The  Canadian  system  serves  25  mil- 
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lion  people,  and  is  organized  in  10  Provinces  with  very  little, 
maybe  just  a  contractual  arrangement,  between  the  Federal  Gov- 
ernment and  the  Provinces. 

Here  in  the  United  States,  we  are  talking  about  serving  250  mil- 
lion people,  with  50  States  regulating,  and  a  Federal  Government 
up  to  its  knees  in  participation  in  a  couple  of  the  plans. 

I  am  just  wondering  whether  you  can  overlay  a  Canadian  system 
on  top  of  what  we  are  dealing  with  here  and  expect  that  it  is  going 
to  work.  I  can  remember  a  resource  recovery  plant  that  was  in 
Ohio.  It  was  going  to  be  the  end-all  of  our  garbage  problems  in  my 
district.  They  took  that  resource  recovery  plant  that  had  a  1,000 
ton  capacity  and  made  it  a  3,000  ton  capacity  in  the  Hempstead  in 
my  district.  Well,  it  didn't  work,  because  they  just  expanded  the 
technology,  tripled  it,  and  thought  it  was  going  to  suffice.  Well,  it 
didn't  work. 

I  wonder  whether  the  same  thing  is  not  true  here,  without  creat- 
ing the  kind  of  quality  problems  that  Bill  had  referred  to,  number 
one.  The  other  thing,  too,  is  the  rationing  problem  that  is  attend- 
ant to  the  Canadian  system. 

I  am  just  wondering  if  you  could  reflect  with  me  about  my  con- 
cerns on  those  issues. 

Mr.  Hoffman.  I  will  try  to  be  brief.  It  is  obviously  a  difficult 
thing.  In  fact,  we  use  the  Canadian-style  system  as  a  shorthand 
version  of  a  system.  Clearly,  we  would  need  an  American  system 
that  would  be  developed  on  the  strengths  here.  But  the  key  is  that 
you  would  have  a  single  payer. 

And  let  me  try  to  reverse  that  so  you  can  get  a  better  idea  of 
what  I  mean  by  a  single  payer  in  this.  It  is  actually  a  single  receiv- 
er of  revenue,  through  which  moneys  are  then  dispersed,  perhaps 
through  multiple  delivery  systems,  and  each  State  could  have,  in 
fact,  the  choice  of  developing  a  delivery  mechanism,  so  you  could 
have  competing  systems  within  each  State,  and  you  would  build  on 
the  way  that  health  care  is  now  delivered,  differently  in  Alabama 
than  in  Michigan  than  in  Pennsylvania.  And  so  we  could  build  on 
some  of  the  strengths  of  some  of  the  experiments  that  have  gone 
on  in  the  States. 

So  when  we  say  the  Canadian-style  system,  we  don't  mean  that 
you  would  take  the  exact  arrangements  that  exist  in  a  country  that 
is  very  different  from  us  as  well  as  very  similar  in  a  lot  of  respects. 

As  far  as  the  rationing  is  concerned,  I  think  we  need  to  face  the 
issue  that  there  is  absolutely  rationing  happening  right  now.  It 
happens  in  a  haphazard  way.  It  happens  on  the  basis  of  price.  It 
happens  on  geography  and  the  color  of  your  skin. 

And  the  problem  that  I  have  with  the  rationing  argument  is 
there  is  an  emphasis  difference  in  the  way  medical  care  is  deliv- 
ered in  the  two  countries.  One  is  much  more  primary-care  oriented, 
and  right  here  it  is  much  more  specialized.  And  I  won't  make  a 
judgment  as  to  which  is  better,  but  to  say  that  you  can  get  access 
to  one  in  one  country  and  not  access  in  the  other  is  to  have  a 
charge  of  what  is  being  rationed. 

I  think  we  need  to  face  the  issue  of  resource  allocation  directlv. 
That  is  on  all  of  your  shoulders,  no  matter  what  we  come  up  with. 
We  can't  skirt  the  issue.  Right  now,  we  really  leave  it  up  to  indi- 
vidual physicians'  ethical  concerns  as  well  as  the  money  in  people's 


44 


jeans,  and  I  think  that  is  an  incorrect  way.  I  would  much  rather 
have  it  in  an  open  political  discussion  of  what  services  are  we  going 
to  provide  to  the  American  people  through  whatever  vehicle. 

I  was  attempting  to  be  brief.  It  is  a  complicated  issue.  The  thing 
that  works  in  the  Canadian  system  that  we  have  seen  very  up-close 
and  personal,  as  others  have,  is  the  competitive  difference. 

I  had  about  10  years  of  experience  of  bargaining  with  U.S.  firms 
in  the  United  States  and  the  Canadian  counterparts,  and  the  expe- 
rience— forget  the  price  difference — ^but  if  you  have  any  belief  that 
American  ingenuity  can  tackle  problems,  then  you  have  to  believe 
as  I  do  that  the  time  we  spent,  at  each  individual  firm,  is  time 
wasted  to  solve  the  problems  of  health  care  in  this  country. 

I  will  give  you  an  example.  Tough  negotiations  in  Long  Beach, 
Calif.,  with  McDonnell  Douglas,  and  we  are  into  it  hot  and  heavy 
over  health  care,  and  we  are  taking  all  the  time  that  could  be  ad- 
dressed to  other  issues,  and  we  finished  those  negotiations — some 
say  by  the  skin  of  the  teeth — ^we  get  on  an  airplane,  we  move  up  to 
Toronto,  and  we  start  negotiating  with  the  Canadian  locals  with 
McDonnell  Douglas. 

And  by  the  way,  they  made  the  same  airplane.  The  wings  were 
put  on  flatbeds  from  Toronto,  put  across  to  British  Columbia,  put 
on  a  ship  down  to  Long  Beach  to  assemble  on  the  fuselage,  so  it  is 
very  closely  associated.  And  in  Toronto,  the  discussion,  as  com- 
pared to  Long  Beach  where  it  was  as  close  to  fisticuffs  as  you  can 
get,  verbal  at  least,  in  Canada  the  discussion  centered  around 
should  prescription  drugs  cover  this  shampoo,  and  whether  or  not 
oversize  lenses  should  be  in  the  vision  program.  End  of  discussion. 

The  issues  that  were  looked  at  were  those  that  had  to  do  with 
that  firm  and  its  productivity  and  its  ability  to  compete.  They 
weren't  trying  to  solve  the  national  health  care  crisis  at  every  col- 
lective bargaining  table,  as  we  do  in  this  country. 

So  that  is  the  Canadian  style  that  we  think  about  when  I  use  the 
shorthand  version. 

Chairman  Stark.  Thank  you.  I  wanted  to  pick  up  on  some  issues 
mentioned  by  Mr.  Williams  and  you,  Bill.  You  talk  about  a  single- 
payer  system,  while  Mr.  Williams  would  like  to  have  a  public-pri- 
vate all-payer  system,  which  we  debated  long  and  arduously  in  the 
Pepper  Commission. 

But  like  that  of  the  health  insurers,  Mr.  Williams'  plan  leaves  to 
us  the  delicate  and  delightful  job  of  setting  the  rates  and  enforcing 
them.  And  I  have  always  thought,  gee,  that  would  be  a  great  deal 
for  the  insurance  company.  I  have  to  bargain  with  the  doctors  and 
the  hospitals,  set  the  rates,  and  send  the  Inspector  General  out  to 
make  sure  they  are  not  gaming  us,  while  the  private  health  insur- 
ers enjoy,  in  a  sense,  a  fixed-price  cost-containment  system. 

Nonetheless,  what  I  see  is  that  basically  everybody  seems  to 
agree.  Your  group  says  we  need  Federal  cost  containment  legisla- 
tion. Bill,  you  are  also  suggesting  that  we  must  have  it.  I  see  you 
both  coming  together.  I  don't  care  quite  what  you  call  it — once  the 
price  is  set,  it  is  a  matter  of  indifference  to  me  whether  Prudential 
is  writing  out  the  check  to  the  hospital  or  whether  HCFA  is  writ- 
ing the  check.  It  is  the  same  dollar  amount,  isn't  it? 

Mr.  Williams.  No,  I  think  there  is  a  great  deal  of  wisdom  in 
what  you  say,  and  as  I  have  indicated,  if  we  legislatively  can  get  to 
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a  single-payer,  social  insurance  model,  why  so  be  it.  I  think  that 
would  be  terrific.  I  have  had  personal  experience  with  the  Canadi- 
an system,  so  I  know  how  well  it  can  work,  and  know  that  it  ac- 
complishes its  objectives  certainly  much  better  than  our  current 
circumstance. 

The  critical  question  with  us  is  whether  politically  we  can  get 

there  

Chairman  Stark.  Precisely. 

Mr.  Williams  [continuing].  And  if  we  can  get  to  some  intermedi- 
ate step  that  accomplishes  most,  if  not  all  of  those  objectives,  and 
maybe  Bill  and  I  are  really  talking  about  the  same  thing  at  that 
point,  why  let  us  do  it. 

We  just  believe  there  is  such  urgency  in  needing  to  get  there 
that  it  would  be  a  terrible  mistake  if  we  got  dragged  off  into  an 
ideological  debate  of  some  kind  rather  than  developing  a  system. 

Chairman  Stark.  Now,  let  me  try  you  on  this.  This  afternoon,  we 
are  going  to  hear  from  the  Congressional  Budget  Office,  and  their 
suggestion  is  going  to  be  as  follows.  Let  me  read  it.  I  don't  want  to 
steal  Mr.  Reischauer's  thunder,  but  he  is  suggesting  that  legisla- 
tion that  provides  for  global  prospective  budgets  for  hospitals,  ex- 
penditure targets — you  should  pardon  the  expression — for  physi- 
cians, and  caps  on  overall  spending  within  the  system  could  result 
in  substantial  reductions  in  the  rate  of  increase  of  health  spending. 

Such  legislation  would  have  to  include  specific  details  on  the 
mechanisms  for  setting,  updating,  and  enforcing  the  limits,  and  he 
says  parenthetically  that  that  would  involve  some  major  changes 
in  our  health  care  system. 

Could  you  live  with  that  kind  of  structure,  within  what  you  have 
both  envisioned — or  any  of  you  at  the  table — could  we  live  within 
that  kind  of  a  structure? 

Mr.  Williams.  Well,  it  is  certainly  going  in  the  direction  we  are 
talking  about.  My  personal  preference  is  for  some  kind  of  a  bar- 
gaining process,  where  the  providers  bargain  with  the  appropriate 
representatives  of  the  people  and  work  out  some  

Chairman  Stark.  You  guys  are  so  much  better  at  it  than  we  are 
or  the  doctors  are,  I  mean  

Mr.  Williams.  Oh,  come  now.  There  is  no  evidence  of  that  at  all. 
The  doctors  are  obviously  very  effective  at  it  if  you  measure  the 
results.  [Laughter.] 

Mr.  McGrath.  Would  the  chairman  yield  on  that? 

Chairman  Stark.  Sure,  I  would  be  glad  to  yield. 

Mr.  McGrath.  I  thought  we  identified  at  least  three  objectives  of 
a  new  system,  one  being  cost  containment  and  the  other  being 
access  and  the  other  being  quality  assurance.  That  proposal  ad- 
dresses one  of  them  without  the  others,  and  frankly  may  have  a 
deleterious  effect  on  the  other  two.  There  is  nothing  in  it  that  re- 
quires anybody  under  a  system  such  as  being  suggested  for  cost 
containment  to  make  insurance  or  health  service  available  for 
those  who  are  presently  not  insured. 

Chairman  Stark.  There  is  no  question,  and  I  am  certain  as  you 
well  know,  the  chairman's  trilogy,  as  I  refer  to  it,  would  demand 
that  we  have  universal  access. 

This  leads  me  to  my  next  question.  I  sometimes  find  myself  at 
odds  with  my  friends  in  the  labor  movement  in  that  I  don't  see 
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how  the  employer-based  system  is  going  to  provide  universal  cover- 
age any  more.  The  traditional  family  is  not  really  the  norm.  In 
two-worker  families,  there  is  the  squabble  over  which  employer 
will  provide  benefits  for  dependents.  Bill,  you  alluded  to  the  costs 
of  the  Big  Three,  for  providing  benefits  to  spouses  who  could  get 
coverage  from  another  employer,  albeit  not  perhaps  so  generously. 

So  Chrysler,  I  understand,  is  getting  stuck  with  something  like 
$30  million  a  year  pajdng  for  benefits  for  employee  dependents  or 
spouses  who  aren't  necessarily  dependent  and  who  could  otherwise 
be  picked  up  by  an  employer  with  a  program. 

So  I  have  always  felt  that  the  employment-based  system  is  vestig- 
ial. It  is  there,  it  is  in  place,  and  politically,  it  is  difficult  to  change. 
How  do  I  deal  with  this?  I  have  talked  to  Owen.  I  have  this  list  of 
strikes  in  places  that  I  frequent  in  my  district  but  I  swear  to  God  I 
never  crossed  the  picket  line.  Now,  if  I  talk  to  the  people  that  vote 
for  me  who  belong  to  the  Central  Labor  Council  in  Alameda 
County,  where  in  many  cases  the  workers  aren't  paying  anything 
for  health,  and  I  say  that  now  they  are  going  to  have  to  pay  out  of 
pocket  50  cents  an  hour.  Now,  you  talk  about  a  leap  of  faith.  It  is  a 
leap  of  faith  for  me  to  tell  these  guys  that  the  Fremont  plant  will 
increase  their  wages  80  cents  an  hour  just  because  they  are  going 
to  have  to  kick  80  cents  an  hour  into  health.  But  will  they  buy  into 
this? 

Mr.  Gradison.  Would  you  yield  briefly? 
Chairman  Stark.  Yes,  sure. 

Mr.  Gradison.  I  think  you  have  hit  upon  an  important  question. 
It  may  well  be  in  those  situations  the  company  will  continue  to  pay 
100  percent,  and  that  doesn't  change.  But,  these  same  folks  are 
going  to  have  to  bear  higher  taxes  somewhere,  or  their  employers 
are.  I  mean,  who  else  is  there  to  pay  taxes  to  help  take  care  of  that 
30-odd  million — or  at  least  some  of  the  30-odd  million?  Maybe  as 
many  as  two-thirds  will  be  covered  by  the  play-or-pay  under  this 
concept.  But  a  third  of  them,  at  least,  are  going  to  require  in- 
creased tax  revenues  from  somewhere,  and  I  think  that  is  another 
hard  sell. 

How  do  we  sell  somebody  who  feels  

Chairman  Stark.  Let  me  reclaim  my  time,  and  I  will  tell  you 
how. 

Mr.  Gradison.  How  do  we  sell  somebody  who  thinks  they  are 
getting  it  free  that  they  should  pay  for  the  people  who  don't  have 
it. 

Chairman  Stark.  I  would  agree  with  you  that  some  of  it  should 
be  financed  by  a  consumption  tax,  to  get  your  vote  for  my  plan, 
and  in  my  hometown  that  Owen  represents,  unfortunately  they 
will  buy  an  increase  in  sales  tax  rather  than  the  payroll  tax.  It  is  a 
sad  fact,  but  I  suspect  that  some  kind  of  indirect  tax  goes  down  as 
a  sugar-coated  pill  better  than  a  deduction  out  of  that  paycheck 
that  they  see  every  2  weeks. 

So  to  make  this  system  that  you  gentlemen  want  and  that  I 
think  Bill  and  I  want  come  together,  you  may  see  me  talk  about, 
not  value-added,  but  perhaps  a  sales  tax.  And  that  is  not  very  pop- 
ular in  Alameda  County.  That  isn't  going  to  get  me  any  statues 
built  in  any  courtyards  that  I  know. 
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But  it  will  go  down  easier  with  my  steelworkers,  because  it  won't 
come  right  out  of  their  checks.  So  I  am  asking  the  panel,  is  labor 
prepared  to  see  some  changes. 

Owen,  how  do  you  feel?  Can  I  stay  in  office? 

Mr.  Marron.  Yes,  I  think  so.  [Laughter.] 

Yes,  Congressman,  anybody  that  has  as  high  and  good  percent- 
age voting  record  as  you  do,  should  never  have  any  problems.  But  I 
believe  from  our  local's  perspective  and  their  rank  and  file  that 
they  all  understand  that  there  are  going  to  be  changes. 

What  we  are  interested  in  is  participating  in  the  changes  that 
take  place,  that  they  are  fair  and  equitable,  and  that  it  is  not  just  a 
constant  shifting  of  costs  from  the  employer  to  the  worker. 

As  I  said  earlier,  the  polls  show  in  California,  which  is  the  home 
of  proposition  13,  that  they  are  willing  to  pay — going  along  with 
your  position — increased  sales  tax  or  some  sort  of  tax  to  provide  for 
health  care  coverage  for  the  30  or  40  million  people  that  don't  have 
it. 

Also,  it  is  very  clear  they  see  what  is  happening,  and  the  more 
than  100  million  people  that  have  some  sort  of  health  care  under- 
stand and  are  concerned  because  they  see  what  is  happening  to 
health  care  cost  and  they  are  ready  and  willing  to  accept  some  real 
radical  experiments  in  health  care  because  they  recognize  the 
status  quo  can't  continue.  They  see  that  in  a  few  years  the  cost  of 
health  care,  in  some  cases,  is  going  to  exceed  their  wages. 

So  they  are  willing  to  try  something  new  and  recognize  changes 
will  take  place,  but  we  want  to  be  at  the  table,  as  you  say,  bargain- 
ing about  it,  not  leaving  it  to  the  doctors  and  the  health  care  estab- 
lishment. Thank  you. 

Chairman  Stark.  Would  you  do  me  one  more  favor?  As  I  say, 
you  have  a  long  list  here  of  strikes  in  our  area  where  you  submit 
that  health  care  was  an  issue.  I  suspect  in  some  of  these  negotia- 
tions— these  are  negotiations  that  resulted  in  strike  sanctions? 

Mr.  Marron.  Right. 

Chairman  Stark.  Could  you  go  back  for  me  at  some  point  and 
just  send  me  a  copy  of  which  ones  you  think,  if  health  care  had  not 
been  an  issue,  there  would  have  been  no  strike.  Can  you  say  in 
which  of  these  cases  of  strike  sanctions  being  granted,  health  care 
was  the  issue? 

Mr.  Marron.  OK. 

Chairman  Stark.  I  would  be  curious.  I  mean,  there  is  a  major 
difference  there,  but  I  suspect  even  in  some  cases,  that  was  

Mr.  Marron.  Well,  I  say  in  generalities,  that  health  care  is  the 
strike  issue.  Even  where  the  workers  didn't  strike  because  we  were 
able  to  negotiate  a  way  out.  If  we  weren't  able  to  negotiate  a  way 
out,  then  the  health  care  issue  would  have  been  the  strike  issue.  It 
is  the  strike  issue.  People  are  willing  to  take  wage  cuts,  and  other 
reductions  in  benefits,  but  when  it  comes  to  cuts  in  their  health 
care,  they  will  strike. 

Chairman  Stark.  Well,  I  want  to  thank  the  panel  very  much. 
Your  testimony  is  most  helpful,  as  is  your  willingness  to  under- 
stand with  us  the  political  complications  involved  in  putting  this 
together.  I  think  we  all  want  to  get  there.  We  are  all  going  to  have 
to  make  some  adjustments  to  do  it,  and  as  yet  we  haven't  quite 
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been  galvanized  to  action.  And  I  don't  mean  to  be  partisan.  That 
motivation  can  come  only  in  two  ways. 

It  can  come  as  a  political  leadership  issue,  which  I  suspect  may 
develop  out  of  the  1992  Presidential  race,  and/or  it  can  come  from 
a  coalition.  For  example,  it  could  come  from  a  coalition  of  the  Big 
Three,  the  unions,  and  the  AARP,  for  instance,  who  I  think  recog- 
nize that  until  there  is  access,  there  is  not  going  to  be  long-term 
care. 

You  could  have  such  a  strong  coalition  that  whatever  adminis- 
tration or  whatever  leadership  is  involved  would  have  to  follow 
along,  because  they  would  see  the  horse  heading  for  the  barn.  I  will 
be  glad  to  work  on  it  either  way,  and  I  appreciate  your  contribu- 
tions to  the  solution. 

Mr.  Williams.  Thank  you  very  much  for  your  leadership  in  all  of 
this. 

Chairman  Stark.  Our  next  panel  consists  of  Dr.  Gerard  Ander- 
son, who  is  the  director  of  Johns  Hopkins  Center  for  Hospital  Fi- 
nance and  Management,  and  Dr.  Mark  Pauly,  who  is  the  chairman 
of  the  Health  Care  Systems  Department  of  the  Leonard  Davis  Insti- 
tute at  the  University  of  Pennsylvania. 

Gentlemen,  welcome  to  the  committee,  and  please  proceed  in  any 
manner  in  which  you  are  comfortable  to  summarize  or  expand  on 
your  written  testimony,  which  will  appear  in  the  record  in  its  en- 
tirety. 

Dr.  Anderson. 

STATEMENT  OF  GERARD  F.  ANDERSON,  PH.D.,  DIRECTOR,  JOHNS 
HOPKINS  CENTER  FOR  HOSPITAL  FINANCE  AND  MANAGEMENT 

Mr.  Anderson.  As  Congress  considers  reform  of  the  health  insur- 
ance marketplace  

Chairman  Stark.  I  am  sorry.  High  tech  has  not  found  its  way 
into  our  audio  system  here.  You  almost  have  to  swallow  these 
microphones  for  our  guests  and  the  reporter  to  hear  you.  Thanks. 

Mr.  Anderson.  As  Congress  considers  reforms  of  the  health  in- 
surance marketplace,  it  is  important  to  keep  in  mind  what  has 
been  successful  in  controlling  health  care  costs,  either  domestically 
or  internationally. 

The  three  strategies  that  I  will  highlight  this  morning  are  com- 
patible with  many  of  the  options  for  restructuring  the  health  insur- 
ance system  that  have  been  discussed  this  morning.  The  three  op- 
tions I  want  to  highlight  are  all-payer  rate-setting,  constraints  on 
the  supply  of  medical  care  providers,  and  creation  of  profiles  that 
identify  providers  with  the  consistent  pattern  of  inappropriate 
care. 

All-payer  rate  setting  was  the  preferred  cost  containment  option 
in  the  late  1970s,  with  the  Federal  Government  encouraging  States 
to  adopt  rate-setting  programs,  and  over  30  States  adopting  some 
form  of  rate-setting  program. 

Subsequent  evaluations  of  the  rate-setting  programs  have  gener- 
ally concluded  that  they  met  their  objectives  of  cost  containment, 
reducing  cost  shifting — there  is  about  30  percent  less  cost  shifting 
in  States  with  all-payer  rate-setting  programs — improving  hospital 
productivity,  and  improving  access  to  the  uninsured,  while  at  the 
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same  time  they  didn't  have  any  of  the  adverse  consequences  that 
many  people  had  predicted. 

It  was  the  shift  of  the  cost  containment  paradigm  from  regula- 
tion to  competition  that  resulted  in  the  elimination  of  rate  setting, 
not  some  fatal  flaw  in  the  rate-setting  programs. 

Rather  than  trying  to  summarize  the  vast  literature  on  rate  set- 
ting, let  me  summarize  Maryland's  experience  with  rate  setting.  I 
chose  Maryland  because  it  was  the  first  State  to  institute  all-payer 
rate  setting  in  1976,  the  first  State  to  adopt  a  per  case  system,  and 
the  only  State  with  all-payer  rate  setting  in  1991. 

When  the  Maryland  program  began  in  1976,  hospital  costs  per 
admission  were  25  percent  above  the  national  average.  In  1990, 
hospital  costs  per  admission  were  8  percent  below  the  national  av- 
erage, and  hospital  costs  per  capita  were  14  percent  below  the  na- 
tional average. 

At  the  same  time,  the  quality  of  care  in  Maryland  hospitals  is 
similar  to  the  national  average.  Access  for  the  uninsured  has  im- 
proved, since  hospitals  have  an  allowance  for  uncompensated  care 
built  into  their  rates.  Cost  shifting  is  virtually  nonexistent. 

The  rate  of  HMO  enrollment  is  above  the  national  average. 
Eighty  percent  of  the  hospitals  are  earning  a  profit.  Seventy-five 
percent  of  the  hospitals  have  bond  ratings  of  A  or  better  compared 
to  50  percent  nationally,  and  hospitals  and  politicians  remain  com- 
mitted to  continuing  the  all-payer  system  in  Maryland. 

Germany,  which  I  know  the  committee  is  going  to  next  month, 
has  the  same  positive  experience  with  all-payer  rate  setting.  After 
many  years  of  negotiating  with  individual  insurers,  which  they 
called  sickness  funds,  negotiate  their  own  rates  with  hospitals.  Ger- 
many has  decided  to  require  that  all  insurers  pay  the  same  rates  to 
hospitals.  They  began  this  program  in  1972. 

Before  the  all-payer  system  was  instituted  in  Germany,  the  aver- 
age hospital  had  an  average  operating  deficit  of  10  percent.  Insur- 
ers were  paying  very  different  rates  for  identical  services. 

Since  1972,  however,  conditions  have  changed,  and  most  hospitals 
are  earning  a  profit.  Hospital  costs  seem  to  be  under  control.  Ad- 
ministrative costs  are  substantially  lower,  and  there  is  virtually  no 
cost  shifting. 

Although  there  is  no  precedent  for  all-payer  rate  setting  for  phy- 
sicians in  the  United  States,  there  are  numerous  exaniples  of  how 
all-payer  rate  setting  for  physicians  can  operate  efficiently  in  an 
all-payer  market. 

In  Germany,  for  example,  before  they  implemented  an  all-payer 
system  for  physicians,  there  were  substantial  variations  in  pay- 
ment rates  from  insurer  to  insurer,  and  as  a  result  there  were 
problems  of  access.  And  also,  there  was  very  little  cost  contain- 
ment. However,  all  these  changed  with  the  advent  of  all-payer  rate 
setting  for  physicians. 

In  the  United  States,  the  need  for  all-payer  rate  setting  for  physi- 
cians may  be  greater  than  the  need  for  all-payer  rate  setting  for 
hospitals.  The  primary  reason,  as  we  have  heard  already,  is  access 
to  services. 

Physicians  treating  patients  at  the  Johns  Hopkins  Hospital,  for 
example,  receive  50  percent  less  if  they  treat  a  Medicaid  patient, 
compared  to  either  a  Blue  Cross  or  a  Medicare  patient,  and  40  per- 
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cent  more  if  they  treat  a  commercially  insured  payment.  These 
pajmient  differentials  are  so  substantial  that  it  is  not  surprising 
that  physicians  are  much  more  willing  to  treat  commercial  pa- 
tients. 

The  development  of  RBRVS  makes  an  all-payer  rate-setting 
system  for  physicians  technically  possible.  In  combination  with  re- 
strictions on  balanced  billing,  it  could  control  physician  costs. 

I  have  been  working  with  a  number  of  physicians  at  the  Johns 
Hopkins  School  of  Medicine,  very  senior  physicians,  who  are  very 
interested  in  an  all-payer  system  in  Maryland  and  are  working 
with  Congressman  Cardin  on  this. 

In  many  other  industrialized  countries,  there  is  a  separation  be- 
tween hospital  based  and  ambulatory  care  physicians.  In  these 
countries,  hospital  based  physicians  treat  patients  during  their  hos- 
pital stay,  and  then  return  the  patient  to  the  ambulatory  care  phy- 
sician for  foUowup  care. 

While  there  are  some  concerns  with  continuity  of  care  under  this 
approach,  there  are  substantial  cost-containment  incentives  cre- 
ated. Most  hospital  based  physicians  are  paid  a  salary,  and  there- 
fore, have  few  incentives  to  order  additional  tests.  In  addition,  the 
hospitals  can  control  the  number  of  physicians  on  staff. 

Given  these  organizational  arrangements,  it  is  not  surprising 
that  many  fewer  tests  are  ordered.  Thirty  percent  of  the  physicians 
in  other  countries  are  specialists,  compared  to  70  percent  in  the 
United  States,  and  much  greater  emphasis  is  placed  on  ambulatory 
and  preventive  care. 

The  private  sector  has  concentrated  most  of  its  cost  containment 
efforts  in  reducing  the  amount  of  unnecessary  medical  care.  What 
is  surprising,  therefore,  is  a  recent  Institute  of  Medicine  finding 
which  says  that  only  1  to  2  percent  of  all  insurance  claims  are  ac- 
tually denied. 

I  have  two  proposals,  which  I  think  will  make  utilization  review 
activities  much  more  successful.  The  first  one  is  to  create  a  data 
system  that  would  allow  insurers  to  pool  information  on  individual 
providers  that  are  found  to  provide  a  substantial  amount  of  inap- 
propriate medical  care. 

Both  Canada  and  Germany,  for  example,  have  developed  physi- 
cian profiles  that  can  identify  when  a  physician  is  found  to  provide 
inappropriate  care,  and  have  developed  additional  educational  pro- 
grams as  well  as  sanctions  to  change  their  behavior. 

The  second  change  is  for  public  and  private  insurers  to  develop  a 
uniform  taxonomy  for  conducting  technology  assessment.  Current- 
ly, the  courts  are  giving  insurers  a  hard  time  enforcing  denials, 
overturning  the  insurers'  denials  almost  two-thirds  of  the  time. 
The  major  reason  the  courts  give  is  that  the  study  upon  which  the 
denial  was  given  and  the  particular  case  are  very  different. 

By  coordinating  the  technology  assessments  and  the  utilization 
review  activities,  the  insurers  can  structure  their  contracts  so  that 
some  of  the  legal  problems  associated  with  utilization  review  could 
be  eliminated. 

I  would  be  glad  to  answer  any  questions. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  GERARD  F.  ANDERSON,  PH.D.,  DIRECTOR 
JOHNS  HOPKINS  CENTER  FOR  HOSPITAL  FINANCE  AND  MANAGEMENT 

Cost  Containment 

Despite  a  variety  of  public  and  private  initiatives  designed 
to  control  health  care  costs,  expenditures  for  health  care 
services  increased  more  rapidly  during  the  1980 's  than  in 
previous  decades.     However,  rather  than  trying  to  determine  what 
is  wrong  with  the  current  set  of  cost  containment  initiatives,  I 
will  discuss  progrcuns  that  have  been  successful  in  the  United 
States  and  other  industrialized  countries.     The  specific 
initiatives  I  will  discuss  are: 

1)  all-payor  rate  setting, 

2)  constraints  on  the  supply  of  medical  care  providers, 

3)  the  creation  of  profiles  that  identify  providers 
with  a  consistent  pattern  of  inappropriate  care. 


I.      Rate  Setting 

Between  the  late  1970 's  and  early  1980 's,  the  cost 
containment  paradigm  shifted  from  a  regulatory  to  a  competitive 
approach.     As  a  result,  hospital  rate  setting  went  out  of  favor. 
It  is  important  to  remember,  however,  that  hospital  rate  setting 
programs  were  quite  successful  in  controlling  health  care  costs 
where  the  programs  were  mandatory  and  they  had  political  support 


1)       All  Payor  for  Hospitals 

In  the  late  1970 's,  almost  3  0  states  had  adopted  some  form 
of  hospital  rate  setting.     There  have  been  numerous  evaluations 
of  the  state  rate  setting  programs  and,  while  the  studies  are  not 
unanimous  in  their  findings,  the  general  conclusions  are: 

o        Mandatory  programs  reduce  the  rate  of  increase  in 
hospital  spending  2-4  percent  per  year; 

o       All-payor  programs  are  m.ore  effective  than  partial 
payor  systems; 

o       Access  to  care  for  the  uninsured  improves,  especially 
in  all-payor  systems; 

o        Cost  shifting  across  payors  is  reduced; 

o        Alternative  delivery  systems  such  as  HMOs  or  PPOs  and 
rate  setting  programs  are  compatible; 

o        The  financial  status  of  hospitals  providing  significant 
amounts  of  uncompensated  care  is  improved; 

o        Access  to  capital  is  unaffected  for  most  hospitals  and 
is  improved  for  hospitals  providing  a  large  amount  of 
uncompensated  care; 

o        The  impact  on  quality  of  care  is  uncertain.  Some 

studies  show  higher  mortality  rates  in  states  with  rate 
setting  while  others  do  not.     All  of  the  studies  have 
significant  methodological  flaws.     The  most  compre- 
hensive study  investigating  the  effect  on  rate  setting 
on  quality  of  care  could  not  find  structural  or  process 
measures  that  were  adversely  impacted  by  rate  setting. 
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The  Maryland  Experience 

An  examination  of  the  Maryland  program  permits  a  long  run 
analysis  of  the  impact  of  hospital  rate  setting  since  Maryland 
was  the  first  state  to  institute  an  all-payor  rate  setting  system 
for  hospitals,  the  first  state  to  develop  a  per  case  payment 
system,  and  the  only  state  with  an  all-payor  rate  setting  program 
in  1991. 

When  the  program  began  in  1976,  hospital  costs  per  admission 
in  Maryland  were  2  5  percent  above  the  national  average.     In  199  0, 
costs  per  admission  were  8  percent  below  the  national  average  and 
hospital  costs  per  capita  were  14  percent  below  the  national 
average.     At  the  same  time,  the  quality  of  care  in  Maryland 
hospitals  (as  measured  by  the  HCFA  mortality  index)   is  similar  to 
the  national  average,  access  for  the  uninsured  has  improved  since 
hospitals  have  an  allowance  for  uncompensated  care  built  into 
their  rates,  cost  shifting  is  virtually  non-existent,  the  rate  of 
HMO  enrollment  is  above  the  national  average,  80  percent  of  the 
hospitals  are  earning  a  profit,  75  percent  of  the  hospitals  have 
bond  ratings  of  A  or  better  (compared  to  50  percent  nationally) 
and  hospitals  and  politicians  remain  committed  to  continuing  the 
all-payor  system  in  Maryland. 


All-Payor  Hospital  Rate  Setting  in  Germany 

After  many  years  of  allowing  individual  insurers  (sickness 
funds)  to  negotiate  their  own  rates  with  hospitals,  Germany 
decided  to  require  all  insurers  to  pay  the  same  rates  to 
hospitals.     This  has  proven  beneficial  to  hospitals  and  insurers. 
In  1971,  before  the  all-payor  system  was  instituted,  the  average 
hospital  had  an  operating  deficit  of  10  percent  of  its  expenses, 
and  insurers  were  paying  different  rates  for  identical  services. 
Since  1972,  conditions  have  changed  —  most  hospitals  are  earning 
a  profit,  hospital  costs  are  under  control,  administrative  costs 
are  lower,  and  there  is  not  cost  shifting. 


2)       All-Payors  for  Physicians 

Although  there  is  no  precedent  for  all-payor  rate  setting 
for  physicians  in  the  United  States,  there  are  numerous 
international  examples  of  how  all-payor  rate  setting  for 
physicians  can  operate  efficiently  in  a  multiple  payor 
environment.     In  Germany,  for  example,  the  government  establishes 
a  revenue  cap  for  all  physician  services.     In  recent  years,  the 
revenue  cap  has  been  increased  at  the  same  rate  as  overall  wages. 
All  the  insurers  (sickness  funds)  then  negotiate  with  the 
physician's  trade  union  over  the  fee  schedule  for  the  coming  year 
and  all  of  the  sickness  funds  pay  an  identical  rate.     Before  the 
all  payor  system  was  implemented,  there  were  substantial 
variations  in  payment  rates  from  insurer  to  insurer,  and  as  a 
result,  problems  of  access  for  patients  covered  by  insurers 
paying  the  lower  rate,  as  well  as  little  cost  containment. 
However,  this  changed  with  the  advent  of  all-payor  rate  setting 
for  physicians. 

In  the  United  States,  the  need  for  all-payor  rate  setting 
for  physicians  may  be  greater  than  the  need  for  all-payor  rate 
setting  for  hospitals.     The  primary  reason  is  access  to  services. 
While  everyone  with  a  severe  medical  need  ultimately  will  be 
treated  in  a  hospital,  there  is  no  guarantee  that  they  will  have 
access  to  a  private  physician,  especially  for  preventive  or 
routine  services.     Physicians  treating  patients  at  the  Johns 
Hopkins  Hospital,   for  example,  receive  50  percent  less  when  they 
treat  a  Medicaid  patient  compared  to  a  Blue  Cross  or  Medicare 
patient  and  4  0  percent  more  if  they  treat  a  commercially  insured 
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patient.    Most  self -pay  patients  pay  either  nothing  or  the 
commercial  rate.     It  is  not  surprising  that  many  physicians  are 
unwilling  to  treat  Medicaid  and  self-pay  patients. 

The  development  of  RBRVS  makes  an  all-payor  system  for 
physicians  technically  possible.     In  combination  with 
restrictions  on  balance  billing,  it  could  control  physician 
costs.     Senior  physicians  at  Johns  Hopkins  School  of  Medicine 
are  exploring  the  possibility  of  an  all-payor  rate  setting 
program  for  physicians  in  Maryland  to  help  resolve  some  of  the 
access  premiums. 

3)       Hospital  Based  Physicians 

In  many  other  industrialized  countries,  there  is  a 
separation  between  hospital  based  and  ambulatory  care  physicians. 
In  these  countries,  hospital  based  physicians  treat  patients 
during  their  hospital  stay  and  then  return  the  patient  to  their 
ambulatory  care  physician  for  follow  up  care.     The  payment  for 
hospital  care  typically  includes  payment  for  the  hospital  based 
physician's  services. 

While  there  are  some  concerns  with  continuity  of  care  under 
this  approach,  there  are  substantial  cost  containment  incentives 
created.     Most  hospital  based  physicians  are  paid  a  salary  and 
therefore  they  have  few  incentives  to  order  additional  tests  or 
keep  the  patient  in  the  hospital  for  extra  days.     In  addition, 
hospitals  control  the  number  of  physicians  on  staff  so  that  the 
number  of  hospital  based  physicians  is  controlled.     Given  these 
organizational  arrangements,  it  is  not  surprising  that  fewer 
tests  are  ordered,  3  0  percent  of  physicians  in  most  other 
countries  are  specialists  compared  to  70  percent  in  the  United 
States,  and  there  is  a  much  greater  emphasis  on  ambulatory  and 
preventive  care. 


II.     Supply  Controls 

Most  other  countries  have  more  control  over  the  number  and 
distribution  of  physicians,  hospital  beds,  and  new  technology 
than  in  the  United  States. 

A)      Physician  Supply 

In  the  United  States,  the  number  of  physicians  per  capita 
will  double  between  1960  and  2000.     So  far  the  increase  in  the 
number  of  physicians  has  not  lowered  physician  real  incomes  (they 
increased  20  percent  during  the  1980 's)  or  significantly  improved 
access  to  care  in  rural  or  inner  city  areas.     During  the  1960 's, 
the  federal  government  provided  financial  incentives  for  academic 
medical  centers  to  build  additional  medical  schools  and  increase 
class  sizes.     As  a  result,  the  number  of  medical  schools 
increased  by  50  percent  and  the  number  of  medical  school 
graduates  doubled.     In  the  1980s,  the  federal  government 
increased  payments  to  teaching  hospitals  based  upon  the  number  of 
residents  being  trained  in  inpatient  hospital  settings,  thereby 
encouraging  the  training  of  more  specialists. 

It  may  be  time  for  the  federal  government  to  take  actions 
that  would  promote  a  more  equitable  distribution  of  physician 
supply.     Currently,  the  only  federal  program  to  influence 
physician  supply  is  a  small   (less  than  $100  million)   program  to 
promote  primary  care  training  programs.     In  addition  to  changing 
the  method  of  paying  for  hospital  based  physicians,  the 
government  could  use  the  $3  billion  it  spends  on  direct  and 
indirect  medical  education  to  influence  the  distribution  of 
physicians. 
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B)      Hospital  Supply 

In  the  United  States,  there  are  approximately  200,000 
hospital  beds  set  up  and  staffed  which  are  unlikely  to  be  used  on 
the  busiest  day  in  the  year.     At  a  cost  of  $30-60,000  per  excess 
bed,  this  represents  an  additional  cost  of  6  to  12  billion 
dollars.     What  is  even  more  troubling,  however,   is  that  hospitals 
are  not  responding  to  changing  medical  practice  by  mothballing  or 
eliminating  excess  beds.  Between  19  83  and  1989,  when  the  number 
of  inpatient  hospital  days  declined  by  19  percent,  the  number  of 
hospital  beds  set  up  and  staffed  declined  by  only  9  percent. 

Most  industrialized  countries  control  the  number  of  hospital 
beds  and  the  diffusion  of  new  technology  by  directly  controlling 
the  capital  budgets  of  the  hospitals.     As  a  result,  most 
countries  have  hospital  occupancy  rates  approaching  80-85  percent 
and  have  restricted  the  diffusion  of  high  technology  to 
specialized  centers  so  that  it  can  be  used  more  efficiently.  The 
United  States  could  lower  health  care  costs  by  directly 
controlling  the  allocation  of  capital  resources.     This  would 
result  in  more  efficient  use  of  capital  resources,  higher  quality 
of  care  since  practice  makes  perfect,  and  an  improvement  in  the 
overall  health  status  of  the  population. 


III.  Utilization  Review 

In  the  United  States,  we  are  investing  considerable 
resources  on  medical  appropriateness  research  and  utilization 
review  activities.     What  is  surprising,  therefore,  is  a  recent 
Institute  of  Medicine  finding  that  only  1-2  percent  of  all  claims 
are  actually  denied.     Two  changes  would  make  the  utilization 
review  activities  more  effective. 

The  first  change  is  to  create  a  data  system  that  would  allow 
insurers  to  pool  information  on  individual  providers  that  are 
found  to  provide  a  substantial  amount  of  inappropriate  medical 
care.     Both  Canada  and  Germany,   for  example,  have  developed 
physician  profiles  which  can  identify  when  a  physician  is 
continually  found  to  provide  inappropriate  care  routinely  and 
they  have  developed  educational  programs  as  well  as  sanctions  to 
change  the  physician's  behavior. 

The  second  change  is  for  public  and  private  insurers  to 
develop  a  uniform  taxonomy  that  would  form  the  basis  for  all 
technology  assessments.     Currently,  the  courts  are  giving 
insurers  a  hard  time  enforcing  prospective  or  retrospective 
denials  -  overturning  the  insurer's  denial  two  thirds  of  the 
time.     One  reason  the  courts  continually  give  for  overturning  an 
insurer's  denial  is  that  the  study  on  which  the  insurer  based  the 
denial  is  not  the  same  as  the  particular  case  under  review.  By 
greater  coordination  of  technology  assessments  and  utilization 
review  activities,  the  insurers  could  structure  their  contracts 
so  that  some  of  the  legal  problems  associated  with  utilization 
review  could  be  eliminated. 


IV.  Conclusion 

In  the  absence  of  fundamental  changes  in  the  structure  of 
the  U.S.  health  care  system,  it  is  likely  that  health  care  costs 
will  continue  to  rise.     What  we  need  to  do  is  to  begin  looking 
internationally  for  programs  that  have  been  successful  at 
controlling  health  care  costs  and  to  states  such  as  Maryland 
which  have  been  successful  in  controlling  hospital  costs  for  the 
past  15  years.     This  will  require  all-payor  regulation  of 
hospital  and  physician  fees,  government  control  over  the  supply 
of  physicians,  hospitals  and  new  technology,  the  development  of 
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provider  profiles  to  monitor  physicians  and  hospitals  which 
provide  above  average  rates  of  inappropriate  care,  and  the 
development  of  a  uniform  taxonomy  for  conducting  technology 
assessments  that  the  government,  the  research  community,  and  the 
insurers  find  acceptable. 

I  recognize  that  these  are  fundamental  changes  in  the 
structure  of  the  U.S.  health  care  system  and  therefore  they  are 
unlikely  to  be  enacted  immediately.     However,  we  have  tried  other 
approaches  with  no  apparent  success.     It  is  time  to  adopt  what 
has  been  proven  to  be  successful . 
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Chairman  Stark.  Thank  you  very  much. 
Dr.  Pauly. 

STATEMENT  OF  MARK  V.  PAULY,  PH.D.,  CHAIRMAN,  HEALTH 
CARE  SYSTEMS  DEPARTMENT,  THE  WHARTON  SCHOOL,  UNI- 
VERSITY OF  PENNSYLVANIA,  AND  DIRECTOR  OF  RESEARCH, 
LEONARD  DAVIS  INSTITUTE 

Mr.  Pauly.  Thank  you. 

Historically,  the  growth  in  medical  expenditures  per  capita  has 
been  driven  by  a  change  in  the  quality  or  intensity  of  the  product, 
with  demographic  shifts  playing  a  decidedly  minor  role,  and  rising 
relative  prices  for  specialized  health  care  inputs,  primarily  labor, 
playing  a  somewhat  more  major  role,  but  still  a  subsidiary  one. 

This  leads  to  an  iron  law  of  economics.  We  can  only  have  slower 
growth  in  medical  spending  if  someone  gives  up  something.  Either 
consumers  must  sacrifice  something  of  value,  or  nurses,  technolo- 
gists, orderlies,  and  physicians  must  work  for  less. 

Reduction  in  the  rate  of  growth  of  medical  spending  at  first  will 
do  only  a  little  harm.  Eventually,  however,  the  flow  of  beneficial 
new  technology  will  diminish,  civility  will  deteriorate,  inconven- 
ience will  increase,  and  the  best  and  the  brightest  will  leave  the 
industry  compared  to  the  alternative  scenario. 

The  economic  law  of  scarce  resources  is  not  repealed  for  medical 
spending.  There  is  no  magic  pill,  perpetual  motion  machine,  or  al- 
chemy that  can  give  us  low  rates  of  growth  in  medical  costs  with- 
out sacrificing  something. 

To  be  sure,  there  is  some  waste  in  the  medical  care  industry,  but 
there  is  as  yet  no  technique  to  cut  costs  and  eliminate  only  waste. 

Now  for  the  good  news.  It  is  possible  and  in  fact  likely  that  in 
some  circumstances,  people  may  have  to  sacrifice  only  a  small 
amount  of  benefit  in  return  for  a  substantial  saving  on  medical 
spending. 

We  do  know  how  to  lower  medical  cost  growth  through  public 
intervention  or  private  action.  In  my  reading  of  the  literature,  all 
of  the  following  work:  State  price  regulation.  Government-imposed 
spending  freezes,  public  or  private  limits  or  caps  on  total  spending 
per  capita  or  per  enroUee,  higher  deductibles  and  coinsurance, 
HMOs,  and  managed  care  with  conventional  insurance.  I  would  be 
happy  to  say  more  about  any  of  those,  if  you  wish. 

So,  if  we  can  control  costs,  why  do  we  still  have  a  problem  with 
high  medical  expenditure  growth?  I  think  the  problem  is  not  our 
ability  to  control  costs,  it  is  our  willingness  to  control  costs.  That  is, 
most  decisionmakers,  public  and  private,  have  thus  far  been  un- 
willing to  sacrifice  quality,  intensity,  patient  or  provider  freedom 
from  harassment,  or  wages  of  health  professionals  in  order  to  save 
money. 

As  you  might  expect,  this  reluctance  to  take  action  is  greater 
when  the  initial  level  of  cost  is  low.  For  example,  low-cost  States 
have  been  less  likely  to  institute  hospital  rate  review  or  to  pursue 
it  with  as  strong  an  effect  as  those  predominately  Eastern  Sea- 
board States  that  started  from  a  position  of  high  cost. 
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Likewise,  private  insurer  case  and  utilization  management, 
though  it  saves  money  on  average,  has  no  discernible  effects  on  em- 
ployee groups  that  start  out  at  below-average  cost. 

And  we  have  a  number  of  examples  of  programs  that  were  effec- 
tive in  controlling  costs,  but  which  were  cut  out  or  curtailed  when 
they  started  to  bite  too  hard  and  produce  undesirable  conse- 
quences. 

I  would  not  have  expected  the  tough  choices  to  cut  costs  to  have 
been  made  by  most  Americans  during  the  longest  peacetime  expan- 
sion and  real  GNP  in  our  history.  We  failed  to  cut  costs  in  the 
1980s  because  we  failed  to  hold  back. 

However,  if  the  rate  of  growth  of  real  GNP  slows,  as  many  pre- 
dict, then  one  can  also  predict  that  eventually  employees  will  want 
their  employers  to  curtail  medical  care  spending  rather  than  their 
cash  wages.  The  process  will  not  be  pretty.  There  will  be  mutual 
recriminations  and  charges  of  waste  and  fault,  but  the  cuts  will  be 
made. 

My  own  view,  putting  on  my  political  economy  hat  for  a  moment, 
is  that  the  problem  of  passing  the  buck,  of  choosing  who  is  going  to 
have  to  make  this  dirty  decision  is,  in  a  sense,  what  we  are  observ- 
ing today.  And  even  this  morning,  Mr.  Chairman,  I  think  at  least 
as  I  interpreted  some  of  the  interchange,  it  was  an  issue  of  who  is 
going  to  have  the  responsibility  for  saying  no  when  nobody  wants 
to  say  no. 

We  are  already  seeing  some  cuts  in  benefits  being  made  by  some 
firms  and  their  employees,  cuts  which  undoubtedly  make  workers  a 
little  worse  off,  but  would  permit  generous  benefits  and  acceptable 
increases  in  the  rate  of  growth  of  cash  compensation  to  be  main- 
tained. 

Some  major  firms  have  initiated  promising  strategies  that  in- 
volve enrolling  all  employees  in  managed  care,  discussed  in  last 
week's  issue  of  Fortune,  and  the  returns  from  2  to  3  years  of  such 
plans  do  seem  to  show  substantially  lower  rates  of  growth  in  cost. 

At  the  moment,  such  plans  appear  to  harm  only  free  choice  of 
provider  and  impose  minor  inconveniences  on  workers.  They  seem 
a  good  bargain  for  the  money. 

Well,  if  we  can  control  costs,  why  not  play  it  safe  and  have  the 
Government  do  it,  rather  than  let  individuals  do  it  or  let  private 
firms  do  it?  I  think  the  answer  to  this  question  has  to  do  with  the 
potential  diversity  among  Americans,  in  how  they  want  their  costs 
controlled  and  how  much  they  want  them  controlled. 

A  one-size-fits-all  plan,  whether  it  is  a  unitary  national  health  in- 
surance plan  or  a  single  all-payer  system,  seems  to  me  to  run 
squarely  up  against  what  I  perceive  to  be  very  different  desires  on 
the  part  of  Americans  as  to  how  aggressively  they  want  cost  con- 
tainment pursued,  when  they  want  it  pursued,  and  how  they  want 
the  message  delivered. 

In  a  competitive  arrangement  with  alternative  private  plans, 
there  is  a  market  in  regulators,  but  you  can  pick  your  own.  Most  of 
what  Government  can  do  can  also  be  done  by  private  health  care 
plans.  The  difference,  of  course,  is  that  we  are  limited,  living  under 
one  government.  We  can  choose  which  private  plan  we  would  like 
to  pick. 
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There  are,  however,  five  major  actions  Government  needs  to  take 
to  allow  this  pluralistic  choice  of  regulation  to  occur  properly.  The 
first  is  the  provision  of  some  insurance  for  all  Americans.  I  have 
outlined  with  colleagues  a  method  of  guaranteeing  adequate  cover- 
age at  fair  costs  for  all  in  an  article  that  appeared  in  the  spring 
issue  of  Health  Affairs. 

The  second,  and  I  think  the  most  important,  action  is  to  set  the 
incentives  for  the  private  choice  of  insurance  and  medical  cost 
growth  for  employers  and  employees  alike  so  that  the  incentives 
cause  people  to  properly  reflect  on  cost  as  well  as  benefits. 

Those  incentives  are  currently  distorted  in  a  major  way,  which 
leads  to  a  higher  rate  of  growth  in  cost.  The  distortion  comes  from 
the  exclusion  of  employer-paid  group  insurance  premiums  from 
income  and  payroll  taxation. 

This  tax  subsidy,  at  rates  of  up  to  40  cents  on  the  dollar,  not  only 
transfers  income  from  low-income  to  high-income  persons,  it  also 
makes  money  cost  savings  from  medical  cost  containment  efforts 
look  less  valuable  than  they  really  are,  precisely  because  the 
money  savings  returned  to  workers  will  be  taxed,  where  their  med- 
ical benefits  will  not. 

It  seems  to  me  a  bit  disingenuous  to  criticize  the  private  sector 
for  so-called  failure  of  cost  containment  when,  in  effect,  gasoline  is 
being  thrown  on  that  fire  by  the  Federal  tax  system. 

We  do  not  know  how  large  an  effect  removal  of  the  tax  exclusion 
would  have  on  group  insurance  efforts  to  control  cost,  but  I  suspect 
that  removing  the  subsidy,  and  thereby  substantially  strengthening 
incentives,  will  be  the  Clark  Kent  of  cost  containment.  Suddenly,  a 
market  will  develop  for  new  technologies  that  can  return  100  cents 
on  the  dollar. 

Third,  Government  should  stop  pajdng  prices  to  providers  that 
are  below  the  full  cost  of  providing  services  for  Medicare  and  Med- 
icaid. Cost  shifting  disguises  the  success  that  insurers  are  having  in 
controlling  cost  and  discourages  their  efforts. 

In  addition  to  these  counterproductive  actions,  the  Government 
can  help  by  providing  better  information  to  private  payers  on  what 
care  works  and  what  costs,  as  it  is  in  fact  doing  through  the  new 
agency  for  health  care  policy  and  research. 

And  finally.  Government  may  be  able  to  help  with  the  new  and 
more  realistic  national  discourse  in  which  we  recognize  that  the 
amount  of  beneficial  care  this  industry  can  provide  is  unlimited, 
but  our  valuation  of  it  is  not.  We  need  to  find  a  realistic  way  to 
talk  about  values,  values  concerning  the  extent  of  life  for  each  indi- 
vidual and  a  fairness  across  individuals. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  MARK  V.  PAULY,  PH.D.,  CHAIRMAN,  HEALTH  CARE  SYSTEMS 
DEPARTMENT  AT  THE  WHARTON  SCHOOL,  UNIVERSITY  OF  PENNSYLVANIA, 
DIRECTOR  OF  RESEARCH,  LEONARD  DAVIS  INSTITUTE  OF  HEALTH 
ECONOMICS 

CHOOSING  THE  APPROPRIATE  RATE  OF  GROWTH  IN  MEDICAL  EXPEKDITURES 


I  am  pleased  to  be  able  to  talk  with  the  subcommittee  today  about 
the  economics  of  growing  medical  expenditures.     Much  of  the 
background  for  my  remarks,  as  well  as  a  plan  for  solving  the  problem 
of  cost  growth  and  access,  is  discussed  at  greater  length  in  an 
article  co-written  with  colleagues  that  appeared  in  the  spring  issue 
of  Health  Affairs. 

Medical  expenditures  per  person  in  the  United  States  have  been 
rising  at  a  real  rate  of  about  4  to  5  percent  for  as  far  back  as  we 
have  accurate  data.     Since  real  gross  national  product  per  capita  has 
grown  at  a  rate  no  greater  than  2  percent  per  year,  an  iron  law  of 
arithmetic  tells  us  that  the  portion  of  GNP  going  to  medical 
expenditures  must  be  increasing. 

In  and  of  themselves,  these  figures  do  not  tell  us  whether  such 
trends  are  desirable  or  undesirable.     Other  types  of  expenditures 
show  similar  trends — computers,  cellular  telephones  and,  for  that 
matter,  services  in  general.     What  is  so  special  about  medical  care? 
An  increase  in  the  GNP  share  for  one  type  of  spending  only  tells  us 
that  consumers  will  get  less  of  other  types  of  consumption  goods,  or 
save  less,  in  order  to  get  more  of  the  first  good.     Rising  medical 
care  spending  reflects  the  fact  that  we  are  directing  the  cream  of 
the  crop  of  our  young  people  into  medical  care  and  medical  research — 
and  in  so  doing  we  are  foregoing  the  other  goods  or  services  they 
could  have  produced  if  they  had  done  other  things. 

Historically,  growth  in  expenditures  per  capita  for  medical 
services  has  been  driven  by  a  change  in  the  quality  or  intensity  of 
the  product,  with  demographic  shifts  playing  a  decidedly  minor  role, 
and  rising  relative  prices  for  specialized  health  care  inputs 
(primarily  labor)  playing  a  somewhat  more  major  role  but  still  a 
subsidiary  one.     This  leads  to  an  iron  law  of  economics:     we  can  only 
have  slower  growth  in  medical  spending  if  someone  gives  up  something- 
-either  consumers  must  sacrifice  something  of  value,  or  nurses, 
technologists,  orderlies,  and  physicians  must  work  for  less. 
Reduction  in  the  rate  of  growth  of  medical  spending  at  first  will  do 
only  a  little  harm.     Eventually,  however,  the  flow  of  beneficial  new 
technology  will  diminish,  civility  will  deteriorate,  inconvenience 
will  increase  and  the  best  and  the  brightest  will  leave  the  industry, 
compared  to  the  alternative  scenario.     Actions  with  a  small  but 
unequivocally  positive  impact  on  health  outcomes  will  fail  to  be 
taken . 

From  an  economic  perspective  this  inevitable  deterioration  of 
quality — in  the  broad  sense — when  real  costs  are  reduced  is  neither 
bad  nor  unique:     much  of  the  romance  has  gone  out  of  air  travel  as 
well.     The  real  criterion  of  judgment  is  not  how  medical  spending  is 
growing  relative  to  GNP,  but  rather  whether  the  additional  medical 
quality,  quantity,  and  intensity  is  worth  what  it  costs  in  terms  of 
other  uses  of  resources.     The  British  call  this  the  question  of 
"value  for  money";  a  more  accurate  (but  less  eloquent)  phrasing  would 
be  "benefits  greater  than  costs".     The  economic  law  of  scarce 
resources  is  not  repealed  for  medical  spending;  there  is  no  magic 
pill,  perpetual  motion  machine,  or  alchemy  that  can  give  us  lower 
rates  of  growth  in  medical  costs  without  sacrificing  something.  To 
be  sure,  there  is  some  waste  in  the  medical  care  industry — different 
waste  removal  entrepreneurs  will  give  you  different  estimates — but 
there  is  as  yet  no  technique  to  cut  cost  and  eliminate  only  waste. 

Now  for  the  good  news:  It  is  possible,  and  in  fact  likely,  that 
in  some  circumstances  people  may  have  to  sacrifice  only  a  small 
amount  of  medical  benefit  in  return  for  a  substantial  savings  on 
medical  spending.  They  may  have  to  sacrifice  only  a  small  amount  of 
freedom  of  choice  or  freedom  from  insurer  harassment,  only  give  up  a 
little  amenity,  promptness,  or  humaneness  of  care,  only  experience  a 
slight  increase  in  the  chance  that  an  illness  will  not  be  detected 
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because  a  test  was  not  run.     There  are  reasons  to  believe  that  we  may 
have  gone  too  far  up  the  benefit  curve  and  need  to  do  a  little  less 
in  order  to  save  a  lot.     The  fundamental  problem,  however,     is  that 
we  analysts  do  not  know  where  the  right  point  of  tradeoff  is,  not 
even  in  the  aggregate,  and  surely  not  for  the  different  levels  that 
different  individuals  with  different  preferences,  resources,  and 
local  prices  would  choose. 

We  do  know  how  to  lower  cost  growth  through  public  intervention 
or  private  action.     In  my  reading  of  the  literature,  all  of  the 
following  "work":     state  price  regulation,  government  imposed 
spending  freezes,  public  or  private  limits  or  caps  on  total  spending 
per  capita,  higher  deductibles  and  coinsurance,  HMOs,  and  managed 
care  with  conventional  insurance. 

If  we  can  control  costs,  why  do  we  still  have  a  "problem"  with 
high  medical  expenditure  growth?    I  think  that  the  problem  is  not  our 
ability  to  control  costs,  it  is  our  willingness  to  control  costs. 
That  is,  most  decisionmakers — public  and  private — have  thus  far  been 
unwilling  to  sacrifice  quality,  intensity,  patient  or  provider 
freedom  from  harassment,  or  wages  of  health  professionals  in  order  to 
save  money.     As  you  might  expect,  this  reluctance  to  take  action  is 
greater  when  the  initial  level  of  cost  is  low  and  there  is  less  of  a 
margin  for  easy  improvement:     For  example,  low  cost  states  have  been 
less  likely  to  institute  hospital  rate  review,  or  to  pursue  it  with 
as  strong  an  effect,  as  tTiose  (predominately  Eastern  Seaboard)  states 
that  started  from  a  position  of  high  costs.     Likewise,  private 
insurer  case  and  utilization  management,  though  it  saves  money  on 
average,  has  no  discernable  effects  on  employee  groups  that  start  out 
at  below  average  costs.     And  we  have  a  number  of  examples  of  programs 
which  were  effective  in  controlling  cost  but  which  were  cut  out  or 
curtailed  when  they  started  to  bite  too  hard  and  produce  undesirable 
consequences:     the  Economic  Stabilization  Program,  the  movement 
toward  higher  out-of-pocket  payment  in  private  insurance,  or  the 
requirement  that  HMO  patients  use  only  HMO  providers  if  they  want  to 
get  any  reimbursement  at  all. 

It  is  distasteful  in  the  extreme  to  curtail  people's  freedom  to 
get  all  the  medical  care  from  which  they  can  benefit.     Many  employers 
would  rather  pass  the  buck  for  this  unpleasant  decision  onto 
government,  while  some  state  legislatures  apparently  find  safety  in 
nvimbers  in  passing  the  decision  to  committees  of  concerned  citizens. 

The  fundamental  policy  question  is  that  of  when  and  how  the 
choice  to  restrict  medical  care  use  or  provider  incomes  is  to  be 
made.     Some  states  already  have  started  to  make  those  choices  in  an 
explicit  fashion  for  low  income  people  on  Medicaid,  and  most  states 
make  them  in  an  implicit  fashion  by  limiting  the  amounts  Medicaid 
pays  well  below  going  prices.     However,  the  medical  care  costs  of  low 
income  people — whether  publicly  insured  or  uninsured — are  not  driving 
total  health  expenditures  in  America.     Instead,  it  is  the  rate  of 
growth  of  expenditures  for  the  non-poor,  heavily  insured  middle,  class 
that  dominates  the  total.     The  great  bulk  of  this  insurance  is 
provided  in  an  employment-related  setting,  as  part  of  total 
compensation;  and  the  plurality  of  it  is  provided  by  firms  which  are 
not  unionized,  and  which  are  not  Fortune  500  size.     When  might  these 
employees  and  these  firms  choose  to  curtail  their  rate  of  growth  in 
spending  below  the  historical  trend? 

There  is  as  yet  no  research  which  can  answer  this  question.  My 
own  judgment  is  that  the  willingness  to  spend  on  new  medical  services 
rises  with  income,  as  does  the  willingness  to  spend  to  avoid  hassle 
and  forced  transfers  among  providers.     However,  this  willingness  is 
not  unlimited.     Sooner  or  later,  rising  relative  expenditures  for 
medical  services — and  remember  that  a  constant  rate  of  growth  means 
an  ever  increasing  amount  of  additional  expenditures  as  the  base 
grows — will  prompt  employer  and  employee  choices  that  will  reduce  the 
rate  of  growth.     I  would  not  have  expected  these  tough  choices  to 
have  been  made  by  most  Americans  during  one  of  the  longest  peacetime 
expansions  in  real  GNP  in  our  history.     We  "failed"  to  cut  costs  in 
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the  '80s  because  we  chose  to  hold  back.     However,   if  the  rate  of 
growth  of  real  GNP  growth  slows  as  many  predict,  then  one  can  also 
predict  that  eventually  employees  will  want  their  employers  to 
curtail  medical  care  spending,  rather  than  their  cash  wages.  The 
process  will  not  be  pretty;  there  will  be  mutual  recriminations,  and 
charges  of  waste  and  fault,  but  the  cuts  will  be  made.  Some 
consolation  is  provided  by  the  thought  that  we  are  only  talking  about 
cuts  in  the  rate  of  growth,  not  in  the  total;  medical  care  will  not 
get  worse;  it  just  won't  get  better  at  as  rapid  a  pace  as  it  has  in 
the  past.     Setting  aside  the  possibility  of  a  major  macroeconomic 
downturn,   I  would  be  surprised  to  find  such  cuts  made  in  an 
aggressive  way  by  many  Americans  for  another  five  years,   but  some 
firms  and  workers,  especially  those  in  industries  where  productivity 
and  profits  are  growing  most  slowly,  will  start  sooner. 

We  are  already  seeing  such  cuts  being  made  by  some  firms  and 
their  employees,  cuts  which  undoubtedly  make  workers  a  little  worse 
off,  but  which  permit  generous  benefits  and  acceptable  increases  in 
the  rate  of  growth  of  cash  compensation  to  be  maintained.     Some  major 
firms  have  initiated  promising  strategies  that  involve  enrolling  all 
employees  in  managed  care  (with  its  attendant  requirement  for  some  to 
change  providers) ,  and  the  returns  from  two  to  three  years  of  such 
plans  do  seem  to  show  substantially  lower  rates  of  growth  in  cost. 
At  the  moment,   such  plans  appear  to  harm  only  free  choice  of 
provider,  and  impose  minor  inconveniences  on  workers;  they  seem  to  be 
a  good  bargain  for  the  money.     Of  course,  such  plans  tended  to  be 
adopted  by  firms  that  were  experiencing  above  average  binges  in 
health  care  benefits  growth,  and  these  substantial  improvements  may 
not  last.     The  main  point,  however,   is  that  the  private  sector  can 
control  the  rate  of  growth  in  medical  costs  when  it  chooses  to  do  so. 
The  "failure"  of  control  for  many  firms  thus  far  results  because  they 
were  not  willing,   nor  were  their  employees,  to  choose  the  most 
effective  measures,  precisely  because  the  most  effective  measures 
hurt. 

We  see  a  similar  pattern  in  state  efforts  to  control  cost  by 
regulation.     Some  states,  usually  Eastern  states  with  very  high 
initial  levels  of  cost,  have  controlled  cost  growth  through 
regulation.     Other  states,  primarily  Midwestern  and  Pacific  coast 
states  that  began  with  lower  levels  of  cost,  have  not  produced 
results  that  differ  significantly  from  the  overall  trend. 

This  overall  pattern  should  not  surprise  us.     America  is  a  big 
country,   and  Americans  are  not  conformists.  They  are  likely  to  have 
very  different  desires  when  it  comes  to  choosing  when,  how,   and  to 
what  extent  they  will  want  to  control  the  growth  of  their  medical 
spending,   especially  given  the  intensely  personal  character  of  these 
choices.     I  analyze  the  costs  and  benefits  of  medical  interventions 
for  a  living,  and  I  am  absolutely  certain  that  neither  I  nor  any 
other  analyst  can  come  up  with  an  across-the-board  specification  of 
"needed"  care  that  is  best  for  all.     We  might,   at  some  future  date, 
be  able  to  agree  about  the  probabilities  surrounding  the 
effectiveness  of  care  and  about  the  explicit  costs,   but  there  will 
always  be  substantial  variation  across  individual  citizens  in  the 
values  they  attach  to  health  benefits,  to  the  inconvenience  and  time 
cost  of  care,   and  to  the  other  goods  and  services  they  must 
sacrifice.     We  can  sometimes  come  up  with  some  reasonable  guesses  for 
the  average  person,  but  we  can  never  hit  it  just  right  for  everyone. 

This  variability  and  diversity  plays,   in  my  mind,   a  very 
important  role  in  thinking  about  medical  expenditure  control.     It  is 
sometimes  said  that  the  policy  choice  in  this  sector  is  between 
"competition"  and  "regulation" — where  "competition"  means  the  old 
open-ended  system  of  generous  health  insurance  that  only  required 
patient  and  doctor  agreement  to  trigger  an  expenditure,   regardless  of 
cost  and  "regulation"  means  state  regulation  of  provider  prices, 
quantities,   or  access.     I  think  that  this  is  a  false  choice.     Most  of 
the  currently  emerging  techniques  for  private  sector  managed  care 
engage  in  regulation — they  change  the  prices  providers  get,  they 
impose  limits  on  quantities  or  intensity,  they  try  to  determine  what 
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is  the  most  effective  way  of  achieving  a  given  outcome,  and  they 
limit  access  to  services  of  small  positive  benefit  and  enormous  cost. 
Thus  far  they  have  not  focussed  on  controlling  the  rate  of  growth  of 
new  technology,  but  instead  have  concentrated  on  the  quantity  of 
inpatient  use — a  strategy  which  must  eventually  be  limited  in  its 
effect,  since  use  cannot  be  pushed  down  to  zero.     But  they  certainly 
have  the  ability  to  control  technology  once  the  will  is  there  on  the 
part  of  their  customers. 

In  effect,  different  managed  care  arrangements — which  cover  an 
enormous  spectrum  ranging  from  stingy  and  aggressive  to  generous  and 
accommodative — themselves  represent  different  styles  of  "regulation," 
but  regulation  supplied  through  the  private  sector.     It  is  as  if 
there  is  a  market  in  regulators,  and  you  can  pick  your  own.  The 
problem  for  citizens  is  to  choose  which  kind  of  regulation  under 
which  they  want  to  live.  In  most  parts  of  the  country,  there  is  no 
need  to  require  all  the  people  who  live  in  the  same  place  to  have  the 
same  regulation;  it  is  perfectly  possible  for  them  to  choose 
different  methods,  different  timetables,  and  different  styles  of  cost 
control.     Corporate  benefit  managers  can,  I  believe,  be  used  to 
provide  good  information  to  employees  to  help  them  choose.     There  is, 
in  short,  no  "public  good"  aspect  to  medical  care  cost  control  for 
the  middle  class  that  requires  it  to  be  collectivized. 

There  are,  however,  five  major  actions  government  needs  to  take 
to  allow  this  pluralistic  choice  of  regulation  to  occur  properly. 
The  first  is  the  provision  of  some  insurance  for  all  Americans.  Cost 
growth  is  not  the  primary  issue  for  the  uninsured;  access  is.  There 
are  some  people — low  income  and  high  risk — who  should  not  be  forced 
to  be  more  cost  conscious;  they  are  subject  to  too  much  medical  care 
costs  as  it  is.     We  have  outlined  a  method  of  guaranteeing  adequate 
coverage  at  fair  premiums  for  all  in  the  Health  Affairs  article. 

The  second  action  is  to  set  the  incentives  for  the  private  choice 
of  insurance  and  medical  cost  growth  so  that  the  incentives  cause 
people  to  properly  reflect  on  costs  as  well  as  benefits.  Those 
incentives  are  currently  distorted  in  a  way  which  leads  to  a  higher 
rate  of  growth  in  cost.     A  substantial  distortion  comes  from  the 
exclusion  of  "employer-paid"  group  insurance  premiums  from  income  and 
payroll  taxation.     This  tax  subsidy — at  rates  of  up  to  40  cents  on 
the  dollar — not  only  transfers  income  from  low  income  to  high  income 
persons,   it  also  makes  money  cost  savings  from  medical  cost 
containment  efforts  look  less  valuable  than  they  really  are, 
precisely  because  the  money  savings,  when  returned  to  workers,  will 
be  taxed,  while  the  medical  benefits  will  not. 

We  do  not  know  how  large  an  effect  removal  of  the  tax  exclusion 
would  have  on  group  insurance  efforts  to  control  costs,  but  I  suspect 
that  removing  the  subsidy  and  thereby  substantially  strengthening 
incentives  will  be  the  Clark  Kent  of  cost  containment.  Speaking 
personally,  I  know  that  if  my  health  insurance  and  medical  spending 
were  not  as  heavily  subsidized  as  they  are  now  (through  a  flexible 
account) ,  I  would  make  more  difficult  choices  about  insurance 
coverage  and  the  choice  of  doctors  and  procedures.     Moreover,  removal 
or  capping  of  the  tax  subsidy  for  everyone  will  lead  to  greater 
benefits  as  makers  of  technology  realize  that  the  cost-benefit 
equation  for  quality  enhancing  but  costly  new  technology  has  been 
significantly  changed.     Suddenly  a  market  will  develop  for  new 
technologies  that  can  return  100  cents  on  the  dollar. 

Thirdly,  government  should  stop  paying  prices  to  providers  that 
are  below  the  full  costs  of  providing  services  for  Medicare  and 
Medicaid.     Rather  than  sacrifice  volume  and  be  held  up  to  public 
criticism  for  turning  away  public  clients,  hospitals  often  are  forced 
to  accept  what  government  pays — but  then  at  least  some  of  them  raise 
the  prices  they  charge  to  other  payors;  they  cost  shift.  Cost 
shifting  is  a  hidden  tax  on  private  patients.     It  disguises  the 
success  that  insurers  are  having  in  controlling  costs,  and 
discourages  private  effort.     I  do  not  believe  that  the  extent  of  cost 
shifting  is  substantial  enough  to  insulate  providers  entirely  from 
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having  to  cut  costs,  but  it  is  large  enough  to  matter.  In  my  view, 
the  solution  is  not  to  follow  one  governmental  mistake  with  another 
and  go  to  a  regulated  all-payers  setting;  instead,  the  solution  is 
for  the  government  to  stop  exploiting  its  market  power  in  the  markets 
in  which  it  buys  services.     To  be  sure.  Medicare  is  likely  to  remain 
the  800  lb.  gorilla  in  many  medical  markets  for  the  foreseeable 
future,  and  some  slippage  is  unavoidable  as  government  buyers 
appropriately  seek  out  the  best  deals  for  their  money.     Avoiding  the 
most  egregious  cases  of  cost  shifting — the  ones  too  big  to  hide — 
would  probably  be  sufficient. 

In  addition  to  stopping  these  counter-productive  actions,  the 
government  can  help  by  providing  better  information  to  private  payors 
on  what  care  works  and  what  it  costs,  as  the  government  is  indeed 
doing  through  the  Agency  for  Health  Care  Policy  and  Research.     In  a 
world  where  individuals  will  still  want  different  types  of  treatment 
and  different  technologies,  providing  the  information  itself  (not 
consensus  guidelines)  would  be  of  substantial  help. 

Finally,  government  may  be  able  to  help  with  a  new  and  more 
realistic  national  discourse  in  which  we  recognize  that  the  amount  of 
beneficial  care  this  industry  can  provide  is  unlimited,  but  our 
valuation  of  it  is  not.     We  need  to  find  a  realistic  way  to  talk 
about  values — of  the  extent  of  life  for  each  individual,  and  of 
fairness  across  individuals. 

I  cannot  guarantee  cost  containment  at  any  future  date  certain 
with  these  changes.     There  will  always  be  an  attraction  to  the 
seemingly  tidy  policy  of  government  rules  and  regulations — perfectly 
and  wisely  enforced,  of  course.     But  in  the  real  world  of  fallible 
humans  with  widely  different  desires,  I  think  a  strategy  which  gets 
the  incentives  and  price  signals  right  and  then  lets  citizens — with 
good  advice — choose  what  they  want  to  buy,  will  lead  to  the  right 
rate  of  growth  in  cost. 
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Chairman  Stark.  Mr.  Gradison. 

Mr.  Gradison.  Thank  you,  Mr.  Chairman.  I  will  come  up  with  a 
question  or  two  in  a  minute,  but  I  would  like  to  take  advantage,  as 
I  always  do,  of  the  opportunity  to  make  some  comments  as  well. 

I  think  that  Dr.  Pauly  has  raised  a  very  interesting  question  of 
the  interaction  of  this  issue  with  the  political  system.  I  would 
phrase  it  this  way.  Why  do  we  really  think  the  Federal  Govern- 
ment is  going  to  do  something  that  virtually  every  one  of  the  50 
States  has  considered  and  rejected? 

I  don't  know  the  answer  to  that,  but  I  think  we  have  to  think 
about  that.  If  this  idea  is  so  nifty,  why  hasn't  it  been  tried  by  more 
States,  and  indeed,  why  have  some  of  the  States  that  have  tried  it 
had  such  difficulty? 

I  mean,  Maryland,  they  love  it,  and  that  is  fine.  But  I  don't  sense 
that  other  States,  looking  at  it,  have  said  that  will  work  for  us. 

We  mandated  CON  laws.  They  were  a  disaster  in  most  States.  I 
think  followup  studies  indicated  that.  Why?  Because  the  political 
process  was  the  determining  factor  in  who  got  the  CONs,  not  the 
need,  if  there  is  a  distinction,  and  I  think  there  is.  It  was  the  need 
for  votes  rather  than  the  need  for  medical  care,  and  I  think  that  is 
a  lesson  that  has  some  implications  here. 

Then  I  hear  a  lot  about  Canada  and  Germany.  That  is  all  very 
interesting,  but  my  hunch  is  that  if  we  signed  on  to  a  bill  tomor- 
row, Mr.  Chairman,  that  said  the  Federal  Government  would  come 
up  with,  on  the  average  40  percent,  and  the  States  had  an  option  of 
whether  to  participate — of  course,  they  would  have  to  come  up 
with  the  other  60.  I  think  we  would  be  viewed  as  reactionaries. 

They  would  say,  you  are  passing  the  buck.  The  States  can't 
afford  this.  Look  at  their  fiscal  condition.  They  are  not  going  to  do 
it.  You  are  promising  something  and  not  delivering.  That  is  the  Ca- 
nadian plan,  on  the  average,  40  percent,  and  going  down — ^block 
grant. 

The  German  system  says  to  the  employees,  you  put  up  50  per- 
cent. Can  you  imagine  the  reaction  of  the  previous  panel?  I  should 
have  asked  this  before.  If  we  talked  about  a  plan  which  wasn't  80/ 
20,  but  was  50/50,  it  would  be  outrage.  You  are  screwing  the  work- 
ers of  America.  You  aren't  helping  them.  They  can't  afford  that. 

So,  I  mention  that  because  I  think  that  there  is  a  lot  of  buck- 
passing  in  these  discussions. 

However,  let  me  get  to  a  specific  question.  Dr.  England,  in  her 
testimony  which  will  follow,  has  this  to  say  about  Maryland,  and  I 
am  asking  for  Dr.  Anderson's  comments  on  this.  A  recent  study  by 
Lewin-ICF  reports  that  between  1986  and  1989,  per  capita  hospital 
revenues  in  the  six  regulated  States  actually  grew  almost  2  percent 
faster  than  hospital  revenues  in  the  United  States  as  a  whole. 

In  Maryland,  which  is  now  the  last  State  to  operate  an  all-payer 
system,  per  capita  hospital  revenues  grew  at  7.7  percent  a  year, 
compared  to  7.8  percent  for  the  Nation  as  a  whole  between  1986 
and  1989. 

The  first  question  is,  are  those  approximately  correct,  and  what 
does  that  say  to  you? 

Mr.  Anderson.  Well,  I  think  that  Maryland  has  controlled 
health  care  costs  for  a  number  of  years.  As  I  said  in  my  testimony, 
per  capita  costs  are  now  14  percent  below  the  national  average. 
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and  given  the  standards  of  care  that  exist  in  America,  the  question 
is  how  much  further  down  can  Maryland  go? 

Maryland  started  from  a  base  which  was  substantially  higher 
than  the  national  average,  and  has  gotten,  on  a  per  capita  basis,  to 
14  percent  below  it.  You  can't  keep  going.  Hospitals  like  Johns 
Hopkins  and  other  hospitals  in  Maryland  have  to  maintain  a  cer- 
tain standard  vis-a-vis  the  rest  of  the  Nation. 

And  so  there  is  a  great  deal  of  pressure  on  the  Health  Services 
Cost  Review  Commission  to  look  at  the  rest  of  the  Nation  and  to 
try  to  keep  up  with  it.  If  the  rest  of  the  Nation  could  control  hospi- 
tal costs,  Maryland  would  be  able  to  do  even  a  better  job  than  it 
currently  has,  and  it  has  really  brought  down  costs  substantially 
over  a  15-year  period,  quite  successfully. 

In  terms  of  quality  of  care,  there  is  no  difference  between  hospi- 
tals in  Maryland  and  the  rest  of  the  Nation. 

In  terms  of  the  Lewin-ICF  comparison,  you  have  a  number  of 
States  which  have  dropped  their  all-payer  systems  in  the  period 
from  1985  to  1989,  1990,  and  so  it  is  not  necessarily  a  fair  compari- 
son to  look  at  those.  If  you  compare  all-payer  systems  to  the  com- 
petitive systems,  which  the  Lewin-ICF  does,  it  is  important  to  note 
that  they  have  been  very  selective  in  which  States  they  have  select- 
ed. I  mean,  there  are  50  States  and  you  can  define  any  one  of  them 
as  having  a  competitive  process  or  not.  The  only  rigorous  analysis 
that  I  know,  which  compared  all-payer  rate-setting  programs  with 
the  competitive  approach,  was  done  by  Hal  Luft,  and  it  was  pub- 
lished in  the  Journal  of  the  American  Medical  Association,  and  it 
found  that  rate  setting  and  the  California  competitive  approach 
generated  about  the  same  level  of  savings  over  a  4-year  period. 

So,  rate  setting  can't  continue  in  one  or  two  States  all  alone,  but 
I  think  it  has  demonstrated  a  long-term  commitment  and  a  long- 
term  savings. 

Mr.  Gradison.  Is  there  any  talk  in  Maryland  about  extending 
this  to  physicians  or  other  providers? 

Mr.  Anderson.  Yes.  In  fact,  I  am  working  with  the  dean  of  the 
Johns  Hopkins  Medical  School  and  the  chief  physician,  who  are 
very  interested  in  this  area,  and  we  have  been  working  with  Con- 
gressman Cardin  on  this  issue. 

Mr.  Gradison.  Why  do  you  say  that,  if  other  States  don't  do  it? 
Is  it  harder  for  Maryland  to  do  what  it  wants  to  do?  I  don't  quite 
understand  that. 

Mr.  Anderson.  Because  you  have  a  standard  of  care  which  is  es- 
tablished in  the  United  States.  Everybody  has  this  level  of  technol- 
ogy, everybody  has  this  nursing  pattern,  everybody  has  a  certain 
standard  of  care.  And,  as  Dr.  Pauly  and  everybody  suggested,  it 
costs  money  to  provide  a  certain  level  of  care,  and  while  you  can 
bring  it  down  to  14  percent  lower  than  the  national  average  with- 
out apparently  affecting  quality  of  care  adversely,  the  question  is, 
how  much  further  than  14  percent  can  you  go? 

Mr.  Gradison.  Couldn't  you  just  as  well  reason  from  the  Mary- 
land experience  that  health  care  is  politically  becoming  perceived 
as  a  national  problem?  I  understand  that.  But  aren't  health  care 
markets  primarily  local  markets? 

I  mean,  Hawaii  seems  quite  happy  with  what  they  have  done.  In 
fact,  their  health  commissioner  came  in,  and  his  single  message  to 
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me  is,  whatever  you  do  in  Washington,  don't  stop  us  from  doing 
what  we  are  doing  in  Hawaii. 
Mr.  Anderson.  Right. 

Mr.  Gradison.  I  am  sure  you  wouldn't  want  us  to  pass  a  law  that 
prohibited  State  hospital  rate  setting.  I  presume  the  State  of  Mary- 
land wouldn't  want  that. 

Mr.  Anderson.  The  administration  has  come  very  close  to  doing 
that  through  its  regulatory  approach:  When  the  Federal  Govern- 
ment was  encouraging  rate  setting,  many  States  adopted  rate  set- 
ting. When  the  Federal  Government's  administration  changed  and 
the  policies  changed,  the  State  programs  evaporated. 

And  as  I  said  in  my  testimony,  it  wasn't  due  to  poor  performance 
on  the  part  of  the  rate-setting  programs.  It  was  a  change  in  philos- 
ophy, a  change  in  the  cost-containment  paradigm,  not  a  fundamen- 
tal flaw  in  the  rate-setting  methodology. 

Mr.  Gradison.  I  don't  know.  I  just  look  at  this,  and  I  say  to 
myself,  Ohio  has  about  9  percent  uninsured.  To  be  frank,  I  don't 
think  we  are  on  the  way  to  dealing  with  that  effectively  in  Ohio. 
But,  it  would  seem  to  me  a  lot  less  expensive  and  quicker  for  Ohio 
to  deal  with  that  problem  than  waiting  for  the  Federal  Govern- 
ment to  come  up  with  a  plan  which  would  deal  with  the  tremen- 
dous variations  that  we  have. 

California  has  20  percent  uninsured.  Texas  has  25  percent.  Min- 
nesota has  6  or  7  percent — a  tremendous  variation. 

I  appreciate  that  there  is  some  competition  from  State  to  State 
for  doctors  and  nurses  and  concern  about  quality,  but  I  don't  really 
understand.  Fundamentally,  I  have  difficulty  grasping  the  idea 
that  this  is  a  national  problem  that  demands  a  national  solution 
other  than  the  fact  of  just  the  frustration  that  nothing  is  happen- 
ing in  any  other  way. 

Now,  I  can  grasp  that.  I  am  a  politician.  I  listen  to  my  people, 
and  they  want  a  national  solution.  But  I  don't  only  think  that  it  is 
irrational,  I  think  that  it  is  likely  to  produce  unintended  conse- 
quences which  may  cause  some  of  the  supporters  in  the  future  to 
wonder  whether  they  were  riding  the  right  horse — ^by  which  I 
mean  budgetary  pressures  to  hold  down  Federal  spending. 

Mr.  Anderson.  But  you  could  have  all-payer  rate  setting  on  a 
State  level,  on  a  local  level.  You  could  have  it  for  hospitals,  you 
could  have  it  for  physicians.  It  doesn't  necessarily  have  to  be  a  na- 
tional system.  You  could  have  it  on  a  whole  variety  of  things. 

What  has  happened  is  that  the  Federal  Government  has  very 
strongly  discouraged  States  from  undertaking  this  activity. 

Mr.  Gradison.  I  think  this  is  very  helpful  testimony.  Thank  you 
both  for  being  with  us. 

Chairman  Stark.  Dr.  McDermott. 

Mr.  McDermott.  No  questions,  thank  you. 

Chairman  Stark.  Dr.  Pauly,  in  your  testimony  you  suggest  that 
we  will  all  have  to  give  something  up.  Would  you  join  with  me  in 
being  willing  to  give  up  excessive  proctoscopic  examinations  as 
your  sacrifice?  [Laughter.] 

Mr.  Pauly.  That  is  a  kind  of  double  whammy,  I  guess,  but  I  will 
concentrate  on  the  word  excessive.  Sure,  if  you  define  it  as  exces- 
sive. I  am  not  sure  I  would  be  willing — and  I  don't  want  to  pursue 
this  too  far — to  give  up  my  constitutional  right  to  have  as  many 
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examinations  as  I  wish  if  I  am  sufficiently  concerned  about  the  pos- 
sibility of  colorectal  cancer  to  want  to  do  that. 

Chairman  Stark.  I  think  you  may  be  right.  You  say  in  your  tes- 
timony that  decisionmakers  have  been  unwilling  to  sacrifice  qual- 
ity intensity,  so  forth,  and  so  on.  Who  do  you  suspect  the  decision- 
makers are  in  the  delivery  of  medical  care  9  out  of  10  times? 

Mr.  Pauly.  Well,  I  was  speaking  there  generically  of  decision- 
makers, and  I  actually  had  in  mind  union  leaders,  corporate  bene- 
fits managers,  and  the  people  who  buy  care. 

Chairman  Stark.  I  would  submit  to  you  that  they  are  doctors, 
and  that  none  of  us,  regardless  of  our  technical  or  professional 
training,  are  really  competent  to  pronounce  procedures,  much  less 
decide  whether  or  not  we  should  have  them. 

Mr.  Pauly.  To  be  sure  

Chairman  Stark.  We  just  do  what  the  doctor  tells  us. 

Mr.  Pauly.  To  be  sure,  once  you  are  in  the  doctor's  examining 
room,  you  are  not  in  much  of  a  condition  to  argue,  although  a  lot 
of  people  do  argue  at  that  point. 

But  more  fundamentally,  which  health  plan  you  choose— do  you 
choose  one  that  selects  doctors  who  are  aggressive,  will  pull  out  all 
the  stops  no  matter  what  it  costs,  or  do  you  select  doctors  who 
adopt  a  more  prudent  approach  to  medicine  for  that  health  plan? 

Those  are  choices  health  plans  can  make,  and  the  point  I  was 
trying  to  make  is,  from  the  viewpoint  of  the  benefits  manager,  the 
union,  or  the  individual  consumer,  you  can  then  decide  which 
health  plan  do  you  want.  Do  you  want  the  rich  HMO  or  the  spar- 
tan health  plan?  Do  you  want  the  plan  whose  slogan  is,  last  year's 
technology  at  last  year's  premiums,  if  you  really  do  want  to  control 
health  care  costs,  or  do  you  want  to  spend  more  money  on  health 
care? 

Chairman  Stark.  I  suspect  that  all  we  would  have  to  give  up  is 
that  you  might  have  to  travel  two  stops  on  Metro  to  get  to  an  MRI, 
rather  than  walk  a  block.  I  think  you  are  right,  that  as  consumers 
we  do  tend  to  value  convenience  and  accessibility.  By  allocating 
scarce  resources  in  some  empirical  fashion,  we  would  not  necessari- 
ly cut  down  on  the  quality  or  the  extent  of  technology,  just  on  the 
number.  We  would  get  more  efficient  utilization.  We  who  pay  the 
bills  would  get  some  advantage. 

One  example  of  this  is  cataract  surgery.  It  is  now  done  more 
quickly,  and  the  learning  curve  has  flattened  substantially,  but  we 
are  not  getting  any  savings.  We  are  paying  the  same  amount  for 
cataract  surgery,  adjusted,  that  we  did  10  years  ago,  yet  the  speed 
with  which  the  procedure  is  done,  the  safety,  the  ease,  the  simplifi- 
cation, all  that  has  increased  tremendously. 

We  are  just  not  getting  what  you  economists  would  suggest  is  the 
economy  of  learning  and  scale,  and  I  don't  know  that  anybody 
would  sacrifice  anything  by  doing  that.  So  I  think  there  is  plenty  of 
room  in  the  system  without  touching  this  great  quality  issue. 

Mr.  Pauly.  Well  I  have  a  very  broad  definition  of  quality.  It  is 
whatever  matters  to  consumers.  And  I  guess  my  view  is  for  a 
couple  of  years  going  a  little  bit  farther,  having  a  doctor  you  did 
not  pick,  having  to  call  a  case  management  nurse  in  Hartford 
before  you  can  go  ahead  with  your  surgery  is  probably  all  it  would 
mean  to  most  people. 
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But  as  time  goes  on,  if  the  new  technology  continues  to  roll  out 
at  the  usual  rate  of  4  to  5  percent  a  year,  as  time  goes  on,  those 
cuts  will  start  to  bite  into  

Chairman  Stark.  Let  me  ask  you  in  your  personal  life  who  you 
know  that  has  picked  a  doctor  lately?  Who  do  you  know  who  has 
picked  a  doctor  and  how  would  you  go  about  picking  one?  I  would 
challenge  the  theory  that  anybody  sits  down  and  interviews  a 
doctor  and  asks — I  mean,  they  may  ask  somebody  else,  ''Who  do 
you  know?"  They  say,  "Oh,  yes,  I  know  Joe  over  here.  He  is  a  good 
guy.  I  know  Mary.  She  has  got  warm  hands." 

But  I  do  not  know  anybody  who  picks  a  doctor.  My  kids  end  up 
in  the  emergency  room  at  whatever  school  they  happen  to  be  at  be- 
cause that  is  where  you  go  to  get  treatment  for  a  variety  of  adoles- 
cent problems. 

Mr.  Pauly.  I  guess  there  are  two  ways  to  answer  that.  I  change 
doctors  a  lot  and  I  know  people  who  do.  If  you  look  at  the  research 
on  the  subject,  quoting  just  from  memory,  but  the  turnover  among 
primary  care  physicians,  patients  who  choose  a  different  one  than 
the  one  they  had  before,  is  something  like  10  to  15  percent  a  year, 
and  over  time  that  will  

Chairman  Stark.  But  generally  I  would  suspect  those  changes 
are  based  on  personality  or  location.  How  would  you  pick  an  inter- 
nist? How  do  you  score  them?  I  do  not  think  internists  can  tell  you 
with  an  accuracy  of  30  percent  which  internist  is  better  than  an- 
other, and  they  will  not  tell  you,  an3rway. 

Mr.  Pauly.  All  I  was  saying  is  the  ability  to  choose  the  doctor 
you  want  who  has  a  simpatico  personality  is  a  value  that  I  think 
most  people  have  and  at  least  some  plans  which  control  cost  will 
remove,  curtail,  that  ability. 

Chairman  Stark.  Curtail  it,  but  will  they  curtail  it  any  more 
than  the  practical  limits  of  the  marketplace?  I  mean,  I  am  not  apt 
to  pick  a  physician  resident  on  Park  Avenue.  It  just  happens  to  be 
inconvenient. 

Mr.  Pauly.  The  doctor  that  your  friend  told  you  about  is  not  a 
preferred  provider  in  our  panel.  You  cannot  use  that  doctor,  at 
least  not  and  get  the  same  benefits  as  if  it  was  a  preferred  provid- 
er. I  am  not  saying  that  is  a  bad  thing. 

Chairman  Stark.  In  California,  we  have  a  high  percentage  of 
people  in  HMOs  and  principally  in  Kaiser  which  has  acquitted 
itself  very  well,  and  the  political  philosophy  which  you,  I  think, 
find  most  comfortable  suggests  that  capitation  is  the  answer  to  our 
delivery  system. 

I  am  inclined  to  agree  that  is  a  good  idea  and  I  am  inclined  to 
agree  that  people  will  not  buy  that.  But  half  the  people  in  my 
State  belong  to  HMOs.  In  my  county,  half  belong  to  Kaiser;  half 
are  on  the  private  system  of  those  who  have  any  insurance.  And 
the  only  thing  that  I  can  tell  you  is  that  Kaiser,  where  no  one  has 
ever  questioned  the  quality — they  may  like  it  or  dislike  it;  you  will 
get  a  variety  of  opinions  on  that— does  it  with  approximately  one- 
third  the  number  of  doctors  and  one-quarter  the  number  of  hospi- 
tal beds  that  the  fee-for-service  system  does  it. 

Now  that  ought  to  tell  you  something;  that  there  is  room  there 
and  the  people  who  do  not  have  insurance,  which  is  one  of  the 
major  concerns  of  this  country — Dr.  Sullivan  has  not  recognized 
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that  yet — would  love  to  go  to  Kaiser.  Believe  it,  because  the  alter- 
native that  they  now  have  is  not  acceptable. 

So  I  do  not  know  if  that  is  giving  up  anything.  What  we  may 
give  up  is  the  indignity  of  living  in  a  country  that  tolerates  the  ob- 
scenity of  not  providing  medical  care  to  50  or  60  million  Americans 
and  goes  to  bed  at  night  happy  with  that.  That  is  what  we  could 
give  up  pretty  easily. 

Mr.  Pauly.  a  plan  we  proposed  envisions,  in  effect,  making  a 
Kaiser  type  or  HMO  type  option  available  to  every  low  income 
American,  so  I  could  not  agree  more  with  you  on  that. 

Chairman  Stark.  But  we  have  got  to  pay  for  it. 

Mr.  Pauly.  Someone  has  to  pay  for  it,  no  doubt  about  that.  My 
favorite  way  of  paying  for  it  is  by  eliminating  the  exclusion  of  em- 
ployer provided  premium  payments.  Then  you  get  two  benefits  for 
the  same  buck.  Not  only  do  you  collect  the  money  from  what  is  an 
unfair  tax  loophole,  but  you  remove  the  distorted  incentives. 

Chairman  Stark.  How  about  taking  off  the  deductibility  of  mort- 
gage interest?  Would  you  settle  for  that? 

Mr.  Pauly.  I  think  that  is  another  loophole  that  I  think  would  be 
desirable  to  close.  It  does  not  help  as  much  in  the  medical  care 
sector. 

Chairman  Stark.  Well  I  tell  you  what;  if  you  can  get  the  realtors 
to  endorse  that  one,  I  will  get  the  labor  unions  to  endorse  the  de- 
ductibility of  health  care,  and  together  we  could  solve  the  problem. 

I  would  like  to  note  the  arrival  of  Mrs.  Johnson  and  ask  if  she 
would  like  to  inquire  or  make  a  statement  at  this  point? 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman,  and  I  will  not  inquire 
at  length  because  I  missed  your  statements.  But,  on  the  other 
hand,  I  have  been  briefed  on  them.  Having  grown  up  in  a  State 
with  a  lot  of  regulation,  in  Connecticut,  and  been  a  member  of  the 
State  Senate  during  a  period  in  which  we  rewrote  that  legislation 
and  having  watched  it  rewritten  twice  more,  I  would  like  to  ask  Dr. 
Anderson  if  he  is  familiar  with  the  Connecticut  experience  and  if 
you  could  recommend  that  with  the  same  enthusiasm  that  you  rec- 
ommend the  Maryland  experience? 

Mr.  Anderson.  I  am,  in  a  vague  way,  familiar  with  the  Connecti- 
cut experience  and  I  tend  to  prefer  the  Maryland  or  Massachusetts 
experience  to  Connecticut. 

Mrs.  Johnson.  Well  certainly  in  my  experience  the  Maryland 
system  is  a  better  one.  But  the  Connecticut  experience  is  very  in- 
structive. Basically  the  regulators  ended  up  micromanaging  the 
rate  system  in  the  same  way  that  we  micromanage  Medicare  rates. 

We  had  to  make  special  provisions  for  rural  hospitals  when  our 
rates  actually  would  have  eliminated  inefficient  hospitals,  for  other 
reasons — access  and  so  on  and  so  forth.  We  had  to  make  adjust- 
ments. So  in  the  end,  because  this  is  a  political  mechanism  and  not 
a  market  mechanism,  it  ends  up  not  affecting  incentives  and, 
therefore,  does  not  control  costs  except  initially. 

In  the  end,  the  increases  are  all  about  the  same.  It  has  proved 
totally  incapable  of  dealing  with  the  fundamental  issues  of  technol- 
ogy expansion  and  volume.  So,  I  think  regulation  is  a  terribly 
blunted  instrument  to  approach  the  problems  that  plague  our 
health  care  system. 
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If  you  want  to  control  health  care  through  rate  setting,  I  think 
you  have  to  be  prepared  to  answer  for  Medicaid,  which  is  a  system 
whose  costs  we  controlled  through  rate  setting.  We  drove  the  rates 
down  because  we  did  not  want  to  pay  the  costs  of  higher  rates. 

We  clearly  impacted  access.  We  clearly  affected  quality.  If  you 
spread  Medicare  or  any  other  publicly  funded  system  over  Amer- 
ica, when  push  comes  to  shove  at  a  certain  point,  we  will  choose 
lower  rates  over  higher  taxes  because  we  are  doing  it  every  year  in 
this  committee  on  Medicare. 

We  will  have  to  be  responsible.  At  a  certain  point  unless  you 
change  the  incentives  that  determine  volume  and  all  of  those 
subtle  things,  you  cannot  control  costs.  So  I  really  worry  about 
your  great  faith  in  price  regulation  as  a  solution  to  the  complex- 
ities of  the  problem  that  we  face  today. 

Mr.  Anderson.  I  think  if  you  look  at  the  Medicaid-only  programs 
or  if  you  look  at  the  Medicare  programs,  in  both  cases  the  govern- 
ments have  been  able  to  say,  "Somebody  else  will  pick  up  the  bill." 

We  can  control  costs.  We  can  keep  the  rates  of  increase  very  low. 
And  the  way  we  can  do  that  is  that  we  know  that  the  private 
sector  is  out  there  willing  to  pay  higher  premiums.  So  the  cost 
shifting  that  you  have  talked  about  that  has  been  the  result  of  rate 
setting  has  occurred  in  States  where  it  has  been  rate  setting  with 
only  a  single-payer,  one  payer  being  covered,  like  the  Medicare  pro- 
gram or  the  Medicaid  program. 

In  States  where  you  see  all-payer  rate  setting  you  do  not  see  that 
level  of  cost  shifting.  In  fact,  the  amount  of  cost  shifting  that 
occurs  in  all-payer  rate-setting  States  is  30  percent  less  than  occurs 
in  partial-payer  rate-setting  systems  or  no  rate-setting  systems  at 
all. 

Mrs.  Johnson.  I  agree  there  is  no  cost  shifting,  but  the  rate  of 
health  care  cost  growth  is  about  the  same. 

Mr.  Anderson.  Well  all  the  studies  that  I  have  done — I  have  just 
finished  a  report  for  the  Health  Care  Financing  Administration  on 
all-payer  rate  setting — starting  2  years  after  the  development  of  a 
rate-setting  program,  the  rate  of  increase  has  been  2  to  4  percent 
slower  in  all-payer  rate-setting  systems  beginning  in  about  1976. 

The  Federal  Government  published  a  study  in  1986  as  a  result  of 
the  national  all-payer  rate-setting  program  which  said  that  all- 
payer  rate  setting  saved  $36  billion  from  1976  through  1983. 

Mrs.  Johnson.  Then  what  all-payer  rate-setting  systems  are  you 
studying? 

Mr.  Anderson.  Well  basically  there  is  only  one  left  and  that  is 
Maryland. 

Mrs.  Johnson.  Well  I  would  certainly  hope  that  that  option  has 
been  out  there  for  50  States. 
Mr.  Anderson.  Right. 

Mrs.  Johnson.  Maryland  is  small  and  has  certain  characteristics 
to  its  health  care  sector  that  make  it  somewhat  different  from 
other  States.  I  would  hesitate  to  articulate  a  national  model  on  the 
basis  of  one  State. 

When  you  say,  "I  have  studied  all-payer  rate  systems,"  it  implied 
to  me  that  you  are  talking  about  a  dozen  and  I  only  knew  of  one.  I 
think  we  have  got  to  do  a  better  job.  If  you  look  at  the  all-payer 
system  in  Canada,  Canada  is  now  down  here  contacting  us  about 
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our  managed  care  programs  to  see  how  they  can  control  costs  in 
their  all-payer  system. 

Mr.  Anderson.  And  I  think  that  is  important,  that  each  country 
learns  from  other  countries.  And  I  think  we  need  to  learn  from 
Canada  in  terms  of  an  all-payer  system.  We  need  to  learn  from 
Germany  as  a  result  of  an  all-payer  system.  We  need  to  learn  from 
a  lot  of  countries  that  have  all-payer  systems,  some  with  a  single 
insurance  system  and  some  with  multiple  insurers. 

But  almost  all  of  them,  from  an  international  perspective,  have 
gone  to  an  all-payer  system. 

Mrs.  Johnson.  I  certainly  do  not  differ  on  the  issue  of  learning 
from  other  systems,  nor  on  the  need  for  administrative  reforms  in 
our  system.  In  view  of  our  experience  with  essentially  rate  regula- 
tion in  defense  procurement — ^we  really  have  managed  that  system 
in  an  extraordinarily  imperfect  fashion — I  would  not  want  my 
health  care  to  be  managed  in  that  way. 

So  I  see  no  examples  in  Government  programming,  management, 
and  funding  that  give  me  confidence  that  we  would  fund  or 
manage  a  national  health  care  system  in  a  way  that  would  control 
costs  or  provide  quality.  Until  I  think  the  proponents  come  up  with 
an  example  where  Government  has  either  been  rational  about  re- 
imbursement rates  over  the  long  period  or  responsible  about  the 
administration,  I  think  the  burden  of  proof  is  out  there. 

I  am  interested  in  the  Maryland  experience,  but  I  am  just  as  in- 
terested in  the  Connecticut  experience  and  the  other  States  that 
tried  with  smart  people  to  get  the  same  kind  of  system  in  place. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  I  want  to  thank  the  panelists  for  their  contri- 
bution and  their  interesting  testimony. 

Our  next  panel  consists  of  Ed  Wingate,  the  senior  vice  president 
of  Dayton  Hudson,  known  as  the  Nordstrom's  of  the  Midwest  and 
the  Mervyn's  of  California;  Benjamin  Boylston,  the  vice  president 
of  human  resources  of  the  Bethlehem  Steel  Corp.,  and  Dr.  Mary 
Jane  England,  who  is  the  president  of  the  Washington  Business 
Group  on  Health. 

I  welcome  the  witnesses  to  the  committee  and  note  that  your 
prepared  testimony  will  appear  in  the  record  in  its  entirety  and 
ask  if  you  care  to  summarize  or  expand  on  your  written  testimony 
in  any  manner  you  are  comfortable. 

Mr.  Wingate. 

STATEMENT  OF  EDWIN  H.  WINGATE,  SENIOR  VICE  PRESIDENT, 
PERSONNEL,  DAYTON  HUDSON  CORP. 

Mr.  Wingate.  Thank  you,  Mr.  Chairman  and  we  are  very 
pleased  to  have  this  opportunity  to  join  in  this  great  national 
debate. 

I  personally  have  spent  time  at  the  bargaining  table  with  several 
different  unions  in  my  life.  I  have  spent  time  as  a  general  manager 
of  a  company.  I  have  spent  the  last  10  years  as  the  senior  vice 
president  of  personnel  for  the  Da)^on  Hudson  Corp.  and  increasing- 
ly my  time  has  been  given  to  the  issue  of  health  care  reform. 

We  have  about  160,000  employees.  Over  half  of  those  are  part 
time  or  seasonal;  60,000  work  24  hours  or  more  per  week  and  are 
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covered  by  our  medical  plans,  they  and  their  dependents.  Since 
1986,  when  we  really  began  in  earnest  to  try  to  contain  costs  on 
our  own,  health  care  costs  for  our  corporation  have  increased  at 
the  rate  of  12  percent  per  year. 

We  were  spending  in  1985-86,  in  that  period,  about  $60  million 
on  health  care  for  our  employees  and  their  dependents,  and  we  are 
self-insured.  We  are  now  spending  about  $125  million  which  is,  by 
the  way,  about  30  percent  of  our  after-tax  profit.  And  we  are  at  the 
point  that  we  simply  cannot  handle  it  ourselves. 

We  have  self-insured.  We  have  entered  case  management  efforts. 
We  have  done  managed  care  down  in  Florida.  We  have  employee 
participation  in  premiums.  We  have  raised  deductibles.  We  have 
done  all  those  conventional  things  that  most  major  companies  have 
done. 

We  are  in  a  better  position,  however,  than  small  business  be- 
cause we  can  bargain  with  the  large  providers.  We  can  go  to  a 
transplant  center  and  make  a  deal.  The  smaller  employer  cannot 
do  it.  And  whereas  last  year  our  costs  increased  at  the  rate  of  15 
percent,  small  businesses  suffered  a  20,  25,  30  percent  increase. 

Having  come  to  our  wit's  end  about  a  year  and  a  half  ago,  we 
heard  about  an  organization  called  the  National  Leadership  Coali- 
tion on  Health  Care  Reform.  Fred  Hamacher,  who  works  for  me, 
who  heads  up  compensation  benefits  efforts  for  our  company,  and  I 
came  and  visited  Dr.  Henry  Simmons,  who  is  president  of  the  Na- 
tional Leadership  Coalition  on  Health  Care  Reform. 

And  the  more  we  listened,  the  more  we  became  interested.  I 
went  home  and  talked  to  Ken  Macke. 

Chairman  Stark.  I  wish  you  had  come  to  see  me  first.  [Laugh- 
ter.] 

Mr.  WiNGATE.  We  talked  with  our  CEO  about  what  we  had  heard 
and  Ken  Macke  said — and  by  the  way.  Ken  has  testified  before  two 
separate  committees,  the  Senate  Finance  Committee  and  one  of  the 
committees  of  the  House  of  Representatives — that  we  are,  for  a  lot 
of  reasons,  dedicated  to  some  form  of  nationwide  health  care,  a  na- 
tional solution. 

We  are  doing  business  in  33  States;  we  hope  to  make  that  50  at 
some  point  in  time.  Mervyn's,  Target,  Hudson's,  Dayton's,  Marshall 
Field's  are  names  you  know.  We  think  we  are  a  good  employer.  We 
have  a  good  record  with  our  employees.  We  have  done  some  work 
with  them  to  determine  how  important  this  issue  of  health  care  is 
and  the  frightening  issue  of  continued  cost  increases. 

The  number  one  issue  for  our  employees  in  the  benefit  area  is 
the  rate  of  increase  of  medical  costs — number  one.  We  use  Hewitt 
Associates,  which  is  a  renowned  employee  benefits  group,  and  we 
know  for  a  fact  that  this  is  the  biggest  issue  on  our  employees' 
minds. 

We  know  from  a  Harris  poll  that  was  concluded  last  fall  and  re- 
ported this  spring  that  the  number  one  issue  on  the  minds  of  CEOs 
of  the  United  States,  all  around  the  country,  small  and  large  busi- 
ness, is  the  issue  of  health  care  cost  containment. 

So  we  are  earnest,  at  this  table  and  the  coalition,  about  the  im- 
portance of  a  national  solution. 

There  are  many  pieces  of  the  puzzle  that  have  led  to  these  run- 
away costs.  What  are  they? 
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Estimates  are  that  one-third  of  health  care  treatment  is  exces- 
sive and  inappropriate. 

We  know  that  malpractice  costs  are  draining  billions  of  dollars. 

I  know  from  being  a  board  member  of  a  major  hospital  group  in 
Minneapolis  that  the  hospitals  look  at  the  doctors  as  their  custom- 
er rather  than  patients.  I  know  firsthand  that  physician  groups, 
well-intentioned  and  trying  to  practice  medicine,  are  far  more  in- 
terested in  their  own  effort  of  local  research  than  they  are  to  na- 
tional solutions. 

We  know  that  in  investing  in  expensive  equipment,  hospitals  are 
equipping  themselves  in  ways  that  are  uneconomical,  simply  so 
they  can  maintain  their  medical  staffs. 

We  know  that  there  are  physicians  who  overprescribe  the  use  of 
MRIs  and  other  devices  to  help  justify  equipment  presence.  That 
does  not  say  they  are  crooks.  It  is  saying  that  they  are  human. 

We  know  that  because  of  the  many  layers  of  administration,  it  is 
the  individual  employers,  individual  hospitals,  the  Government, 
and  the  insurance  companies  themselves  that  have  administrative 
costs  and  systems  which  together  lead  to  excessive  costs. 

Frequently  this  morning  many  of  the  witnesses  have  talked 
about  cost  shifting.  There  is  another  kind  of  cost  shifting  that  I 
would  like  to  focus  on  and  that  is  the  cost  shifting  that  occurs  not 
only  from  Federal  Government  to  big  business  because  of  bargain- 
ing power,  but  from  big  business  to  small  business  and  to  the  indi- 
vidual buyer. 

I  have  a  daughter  who  is  26.  Jenny  is  insured  through  Blue 
Cross.  I  look  at  the  difference  between  what  she  has  to  pay  and 
what  I  know  we  are  paying  for  our  employees  and  I  know  that  cost 
shifting  is  real. 

Many  States,  including  Minnesota,  are  looking  at  State  level 
access  and  cost  control.  We  are  cooperating  in  this  effort. 

Many  of  the  States  in  which  we  do  business  are  looking  in  that 
direction.  But  the  proliferation  of  experimentation,  the  procrastina- 
tion that  will  occur  if  we  wait  for  State-by-State  experiments,  let- 
ting another  4  or  5  years  slip  by,  will  lead  to  another  doubling  of 
the  cost. 

The  taxicab  driver  and  the  waitress  at  the  corner  cafe  and  the 
individuals  all  around  the  country  cannot  afford  that  time  passage 
and  those  cost  increases.  We  have  mentioned  many  times  that 
there  are  as  many  as  35  million  American  uninsured.  I  am  fright- 
ened by  the  prospect  of  another  10  or  20  million  becoming  unin- 
sured if  we  use  these  next  4  or  5  years  to  experiment. 

And  so  we  are  dedicated  to  national  reform.  We  are  active  mem- 
bers of  this  group  called  the  National  Coalition  on  Health  Care 
Reform.  There  are  35  major  employers  who  are  in  that  organiza- 
tion. There  are  seven  major  national  unions.  There  are  several 
physician  and  nurses  associations  that  are  members  of  that  group. 
There  are  large  volunteer  organizations  like  the  American  Associa- 
tion of  Retired  Persons.  In  total  we  represent  over  100  million 
Americans  and  we  are  trying  to  build  an  argument  that  we  can 
bring  to  the  Congress  and  take  to  the  Nation  at-large  that  repre- 
sents the  cooperation  and  consolidation  that  is  taking  place  in  this 
National  Coalition  on  Health  Care  Reform. 
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The  coalition  is  3  or  4  months  away  from  releasing  recommenda- 
tions. We  are  still  struggling  over  some  of  the  issues  ourselves.  The 
overall  strategy  of  the  National  Leadership  Coalition  will  contain: 
competitive  and  regulatory  elements;  strong  financial  and  tax  in- 
centives to  create  comprehensive  delivery  systems;  organized  deliv- 
ery systems,  with  emphasis  on  wellness  and  prevention  rather  than 
just  end  of  life  care;  a  system  of  technology  assessment  with  stand- 
ard setting  and  quality  assurance;  policies  which  will  control  cost 
and  eliminate  cost  shifting;  insurance  reform;  malpractice  reform, 
including  tort  reform;  administrative  simplification  of  the  system; 
and  universal  access  based  on  ability  to  pay. 

Once  the  strategy  is  made  public,  we  will  work  with  conviction  to 
educate  our  own  constituents,  that  is,  our  employees,  our  custom- 
ers, our  communities,  and  to  enlist  other  organizations  to  join  us 
and  to  work  with  you,  our  Congressional  Delegates,  to  bring  about 
reform. 

I  am  struck  that  it  is  a  lot  easier  to  focus  on  access  from  a  philo- 
sophical standpoint  than  to  talk  about  how  we  can  curtail  and  stop 
the  continued  cost  escalation.  There  is  currently,  I  believe,  a  lean- 
ing in  Congress  in  that  direction. 

We  realize  the  complexity  of  the  job  that  is  ahead  as  we  begin 
this  national  debate  and  we  urge  that  the  whole  issue  be  addressed, 
not  just  access.  And  as  we  offer  this  testimony,  the  three  of  us  and 
those  who  went  before  us,  it  is  easy  for  us  to  give  advice. 

And  we  know  that  the  buck  has  to  stop  at  the  Federal  level  be- 
cause there  is  no  higher  level  to  which  we  can  appeal.  I  am  re- 
minded of  Samuel  Clemens'  comment  when  he  said  that  "it  is 
noble  to  do  good,  nobler  yet  to  encourage  others  to  do  good  and  a 
hell  of  a  lot  easier." 

But  the  reason  we  are  here  is  that  we  want  to  be  of  help.  We 
want  to  be  of  support.  We  want  to,  from  our  standpoint,  say  that 
we  have  reached  the  limit.  We  cannot  continue,  from  a  competitive 
standpoint  or  from  a  social  standpoint,  to  ride  with  the  current 
system. 

It  has  failed  and  we  believe  that  for  all  the  reasons  we  have 
heard  here  today  a  national  solution  is  necessary  and  we  want  to 
be  a  part  of  that  reform  effort.  We  are  appreciative  of  the  chance 
to  be  here  today  and  we  will  willingly  cooperate  with  this  commit- 
tee, other  committees  and  with  individual  members  and  your  staffs 
as  you  attempt  to  sort  out  this  terrible  dilemma. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  EDWIN  H.  W  INC  ATE,  SENIOR  VICE  PRESIDENT,  PERSONNEL 
D  vYTON  HUDSON  CORP. 

I  represent  the  Dayton  Hudson  Corporation,  one  of  America's  largest  general  merchandise 
retailers.  We  operate  more  than  700  discount  and  department  stores  in  33  states  under  the 
names  of  Target,  Mervyn's,  Dayton's,  Hudson's  and  Marshall  Field's. 

We  are  the  nation's  16th  largest  employer  in  the  private  sector  with  a  total  of  160,000 
employees.  Although  a  majority  of  our  employees  are  part-time  or  seasonal,  we  have 
60,000  employees  working  24  hours  or  more  per  week.  They  and  their  dependents  are 
covered  by  medical  insurance.  We  are,  through  necessity,  deeply  concerned  with  health 
care  costs. 

Since  1985,  our  company's  medical  expenses  have  grown  from  $60  million  to  $115  million 
~  nearly  double  in  six  years,  or  a  compounded  growth  rate  of  12%  per  year.  As  a  result, 
an  appendectomy  now  costs  over  $6,000  compared  to  $2,500  six  years  ago.  We  have  to  sell 
39,000  Ninja  Turtle  action  figures  to  pay  for  one  appendectomy. 

In  our  efforts  to  contain  cost  increases,  we  have  become  self-insured,  we  use  case 
management  for  high-cost  cases,  use  claims  management,  do  utilization  reviews,  bargain  for 
health  care  rates,  and  have  required  larger  contributions  and  increased  deductibles  from 
employees.  Even  so,  in  1990  alone,  our  medical  expenses  per  covered  employee  increased 
15%.  Small  employers  with  less  bargaining  power  experienced  nearly  a  25%  increase  last 
year.  Even  in  HMO-rich  Minnesota,  the  same  magnitude  of  cost  increases  has  taken  place. 
In  short,  the  current  system  simply  is  not  working. 

On  an  even  sadder  note,  an  estimated  35  million  Americans  do  not  have  medical  insurance, 
chiefly  because  of  inability  to  pay  premiums.  The  truth  is,  universal  coverage  can  be 
afforded  only  if  and  when  basic  reform  of  the  entire  system  has  occurred  to  remove 
inefficient  and  unnecessary  costs.  Beyond  that,  if  medical  costs  remain  unchecked,  they 
can  be  expected  to  double  again  in  five  years,  with  the  result  that  millions  of  additional 
Americans  will  be  on  the  rolls  of  the  uninsured. 

Reform  now  is  essential  to  our  social  and  economic  well-being. 

On  April  16, 1991,  Richard  Darman,  Director,  OMB,  released  a  carefully  researched  report 
on  the  future  of  health  care  costs  in  the  U.S.  This  report  emphasized  that  should  the 
health  care  system  continue  on  its  current  course,  medical  expenses  will  consume  nearly 
20%  of  GNP  by  the  year  2000,  vs.  12.4%  in  1990  and  5%  in  1960. 

Why  are  costs  out  of  control?  The  reasons  are  myriad. 

Experts  estimate  that  one-third  of  health  care  treatment  is  excessive  and 
inappropriate. 

Malpractice  costs  are  draining  billions  of  dollars. 

Hospitals  invest  excessive  amounts  in  under-utilized  equipment  as  hospitals  meet  the 
desires  of  their  medical  staff  rather  than  patient  needs;  the  physicians,  in  turn,  often 
prescribe  unnecessary  diagnostic  tests  or  treatments  to  support  the  cost  of  that 
equipment. 

Because  there  are  so  many  administrative  systems  in  play,  (government,  insurers, 
providers,  payers),  that  cost  is  also  burdensome. 

Research  and  development  is  often  inconclusive  and  unusable  because  it  is 
unstructured  and  decentralized. 

Also,  the  private  sector  suffers  from  cost-shifting.  Because  of  its  powerful  bargaining 
position  through  Medicare,  the  Federal  government  has  encouraged  providers  to  shift 
charges  from  the  Federal  government  to  the  private  sector. 

For  all  these  reasons,  Dayton  Hudson  has  concluded  that  national  reform,  with  universal 
access  to  quality  care  treatment,  delivered  in  the  most  cost-effective  way,  is  essential. 

Many  states,  including  Minnesota,  our  home  state,  are  working  toward  reform  at  the  state 
level.  In  truth,  however,  if  we  procrastinate,  using  the  excuse  that  the  states  represent  an 
opportunity  to  test,  we  will  see  the  years  pass  with  another  doubling  of  costs  in  the  next 
four  or  five  years  and  have  that  much  greater  a  crisis  with  which  to  deal.  The  medical 
delivery  system  is  so  complex,  fractionated,  and  sub-optimized  in  its  makeup  ~  where  the 
user  is  typically  not  the  buyer,  where  the  user's  knowledge  of  the  provider's  services  is 
practically  nil,  where  malpractice  suits  and  settlements  add  major  costs,  and  where  the 
administrative  load  is  stifling  ~  that  nationwide  reform  is  necessary! 
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We  must  face  tough  decisions.  Systematic  reformation  is  essential  if  we  are  to: 

take  hundreds  of  biUions  of  dollars  of  cost  out  of  the  present  system  and  use 
those  dollars  to  provide  a  medically  adequate  basic  health  insurance  coverage 
to  the  uninsured,  and 

hold  future  cost  increases  for  the  entire  nation  to  a  level  approximating 
increases  in  the  Consumer  Price  Index. 

There  is  clear  evidence  that  Canada,  England,  Japan,  Germany  and  other  industrialized 
countries  are  getting  greater  value  from  spending  than  we  are,  with  little  or  no  loss  in 
quaUty  of  health  care  delivery.  With  each  passing  year,  we  lose  international  competitive 
strength  because  of  these  runaway  costs. 

Together,  we  are  obliged  to  find  a  way  to  cover  the  uninsured,  to  fund  that  cost  through 
a  reform  of  the  overall  delivery  system,  and  to  manage  and  contain  future  cost  increases 
to  rational  levels. 

Because  of  our  dedication  to  reform,  Dayton  Hudson  has  joined  and  is  an  active  member 
of  an  organization  called  the  National  Leadership  Coalition  on  Health  Care  Reform,  which 
for  the  past  15  months  has  been  working  to  formulate  a  comprehensive  proposal  for 
covering  the  uninsured  and  bringing  about  expense  control.  The  Coalition  includes  35  of 
the  country's  largest  employers,  seven  national  unions,  an  impressive  list  of  the  medical 
associations,  and  large  volunteer  organizations,  such  as  American  Association  of  Retired 
Persons  (AARP).  In  total,  we  represent  over  100  million  Americans.  A  full  Usting  of  the 
Coalition  members  and  an  outline  of  its  vision  is  attached  to  my  written  testimony. 


The  Coahtion  is  only  three  or  four  months  away  from  releasing  our  recoimnendations. 
The  overall  strategy  of  the  National  Leadership  Coalition  will  contain: 

competitive  and  regulatory  elements 

strong  financial  and  tax  incentives  to  create  comprehensive  delivery  systems 
emphasis  on  wellness  and  prevention 

a  system  of  technology  assessment,  standard  setting  and  quaUty  assurance 
policies  which  will  control  costs  and  eliminate  cost-shifting 
insurance  reform 
malpractice  reform 

administrative  simplification  of  the  system 
universal  access  based  on  ability  to  pay. 

Once  the  strategy  is  made  pubUc,  we  will  work  with  conviction  to  educate  our  constituencies 
(employees,  customers,  and  coirmiunities),  to  enlist  other  organizations  to  join  us,  and  to 
work  with  you,  our  Congressional  delegates,  to  bring  about  reform. 

I  would  like  to  leave  you  with  one  final  thought.  It  is  encouraging  to  see  the  beginnings 
of  legislative  discussion  at  the  Federal  level.  There  is  currently,  however,  considerably  more 
focus  on  access  than  on  reform.  Without  basic  reform,  we  will  be  fighting  a  losing  battle. 

We  realize  the  complexity  of  the  job  that  is  ahead  of  you  as  you  lead  the  national  debate. 
We  urge  you  to  address  the  whole  issue  ~  not  just  access  but  also  reform.  As  we  offer  this 
testimony,  I  am  reminded  of  a  statement  by  Samuel  Clemens,  paraphrased  slightly:  "It  is 
noble  to  do  good;  it  is  yet  nobler  to  encourage  others  to  do  good  ~  and  much  easier!"  It 
is  easy  for  us  as  witnesses  to  talk  about  the  solution,  but  please  be  assured  that  in  our  own 
self-interest  and  in  the  interest  of  our  country,  we  will  endeavor  to  mobilize  the  private 
sector  and  to  work  with  you  to  achieve  these  necessary  reforms.  All  segments  of  our 
economy  are  culpable  for  our  present  circumstance  ~  business,  unions,  the  medical 
profession,  government  ~  and  it  will  take  all  of  us  to  reform  it. 


77 


Chairman  Stark.  Thank  you  very  much. 
Mr.  Boylston. 

STATEMENT  OF  BENJAMIN  C.  BOYLSTON,  VICE  PRESIDENT, 
HUMAN  RESOURCES,  BETHLEHEM  STEEL  CORP. 

Mr.  Boylston.  Thank  you  very  much,  Mr.  Chairman.  It  is  a 
pleasure  for  me  to  be  here  this  morning  and  I  appreciate  the  oppor- 
tunity to  share  with  you  Bethlehem  Steel's  concerns  about  the 
health  care  crisis  facing  our  Nation. 

The  piecemeal  changes  of  recent  years  have  not  given  us  equita- 
ble access,  controlled  cost,  assured  quality  or  provided  public  satis- 
faction. The  result  is  a  health  care  system  that  fails  to  provide 
quality  care  for  many  and  is  far  too  costly  for  everyone. 

At  stake  is  the  competitiveness  of  domestic  industry  in  the  inter- 
national marketplace.  In  the  business  sector,  1990  was  a  disaster, 
with  health  costs  for  private  employers  increasing  an  average  of  21 
percent.  Worse  yet,  many  small  companies  experienced  increases  in 
excess  of  30  percent. 

In  the  steel  industry  the  health  care  costs  represent,  in  1991,  15.4 
percent  of  employment  costs.  Ten  years  earlier  in  1981,  health 
costs  represented  7.4  percent  of  employment  cost. 

We  saw  a  176  percent  increase  in  health  care  cost  in  that  10-year 
period  compared  to  only  a  21  percent  increase  in  all  other  employ- 
ment cost  in  the  same  period.  The  bottom  line  is  that  our  indus- 
try's health  care  costs  are  now  two  or  three  times  higher  than 
those  of  the  rest  of  the  world's  steel  industries. 

The  health  care  costs  problems  in  the  steel  industry  are  com- 
pounded because  we  provide  coverage  not  only  for  active  employees 
but  for  our  retirees  as  well.  In  Bethlehem's  case,  our  current  work 
force  of  approximately  30,000  supports  health  care  costs  for  70,000 
retirees,  70,000  spouses  and  dependents,  for  a  total  of  170,000  lives. 

Bethlehem  and  other  steel  companies  took  steps  beginning  in  the 
early  1980s  by  increasing  employee  cost  sharing  and  implementing 
various  managed  care  programs.  These  efforts  unfortunately  repre- 
sented band-aids  and  only  temporarily  modified  the  escalation  in 
costs. 

They  do  not  and  I  submit  cannot  attack  the  underlying  inflation 
which  is  driven  by  uncontrolled  increases  in  charges  by  medical 
providers.  Even  though  Bethlehem  Steel's  plans  today  include  the 
full  range  of  managed  care  programs,  we  saw  our  cost  rise  by  26 
percent  in  1990,  from  $162  million  in  1989  to  $205  million  in  1990. 

As  Lynn  Williams  indicated  in  his  testimony  earlier,  the  steel 
companies  and  the  Steelworkers  Union  have  recognized  that  our 
Nation's  health  care  system  is  in  crisis.  Accordingly,  in  1989  the 
five  steel  companies  and  the  Steelworkers  Union  agreed  to  work  to- 
gether for  a  national  policy  on  health. 

In  March  of  this  year,  the  five  steel  companies,  Armco,  Bethle- 
hem, Inland,  LTV  Steel,  and  National  Steel  and  the  Steelworkers 
Union  agreed  to  a  statement  of  principles  for  national  health 
reform.  A  copy  of  that  statement  is  attached  to  my  statement. 

If  we  are  to  expand  access  and  control  cost,  we  must  accept  the 
need  for  a  stronger  Federal  role  in  health  care.  Currently  the  pri- 
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vate  sector  does  not  play  on  a  level  playing  field.  Cost  shifting  has 
devastated  the  private  sector,  both  large  and  small  employers. 

And  I  believe  in  the  absence  of  fundamental  reforms  that  benefit 
all  health  care  payers,  cost  shifting  will  only  grow  worse.  We  be- 
lieve that  any  systemic  solution  at  the  national  level  should  be  con- 
sistent with  the  following  principles  addressing  cost,  access  and 
quality: 

First,  national  spending  targets  should  be  established  at  the  Fed- 
eral level  to  contain  annual  escalation  in  health  costs  to  an  accept- 
able level. 

Second,  Federal  cost  containment  legislation  is  needed  to  ensure 
that  public  and  private  payers  pay  the  same  for  care.  Regional  re- 
imbursement all-payer  schedules  for  both  hospital  and  physician 
fees  should  be  established.  If  we  are  to  control  costs,  all  payers 
must  play  by  the  same  rules.  The  disruptive  cost  shifting  of  our 
present  system  must  be  eliminated. 

Third,  to  address  the  problems  of  the  uninsured,  companies  not 
now  providing  health  care  for  their  employees  should  be  encour- 
aged to  do  so  through  the  use  of  tax  incentives  or  penalties.  The 
pay-or-play  approach  is  a  workable  approach  to  address  the  access 
issue  and  we  would  support  it. 

Fourth,  actions  to  address  the  quality  of  health  care  should  in- 
clude the  development  of  practice  protocols,  technology  assessment 
and  the  development  of  effective  quality  management  systems. 

Fifth,  Federal  malpractice  reform  is  needed  to  reduce  escalation 
in  costs  associated  with  malpractice  suits. 

Sixth,  Medicare  must  remain  the  primary  payer  for  the  elderly 
and  finally,  immediately  action  is  needed  on  reforms  although  we 
recognize  that  implementation  may  have  to  be  over  a  period  of 
years. 

Our  goals  should  be  to  restructure  our  health  care  system  in 
order  to  ensure  a  healthy  society  for  all  Americans.  We  have  been 
working  for  change  with  others,  including  the  other  steel  compa- 
nies, the  Steelworkers  Union.  We  too  are  a  member  of  the  National 
Leadership  Coalition  for  Health  Care  Reform. 

We  urge  the  Congress  to  direct  its  attention  to  comprehensive 
legislation.  We  are  willing  and  anxious  to  work  with  you.  We 
strongly  believe  though  that  in  addressing  this  serious  problem,  we 
must  address  all  three  of  the  issues,  access,  quality  and  cost  at  the 
same  time  and  in  an  integrated  fashion. 

Thank  you  for  the  opportunity  to  meet  with  you  this  morning. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  BENJAMIN  C.  BOYLSTON,  VICE  PRESIDENT,  HUMAN  RESOURCES 
BETHLEHEM  STEEL  CORP. 


Good  morning,  Mr.  Chairman  and  members  of  the  Subcommittee  on  Health. 

My  name  is  Ben  Boylston,  and  I  am  Vice  President  for  Human  Resources 
for  Bethlehem  Steel  Corporation. 

Bethlehem  Steel  is  the  nation's  second  largest  steel  producer.  We 
employ  approximately  30,000  employees  in  steel  plants,  manufacturing  plants 
and  coal  mines  in  six  states. 

I  appreciate  the  opportunity  to  appear  before  this  committee  to  share 
Bethlehem  Steel's  views  and  concerns  about  the  health  care  crisis  facing 
our  nation.     Our  nation's  fragmented  health  care  system  is  disf unctional 
and  not  efficiently  meeting  the  needs  of  the  American  people  by  providing 
affordable,  quality  and  efficient  care  to  all  of  our  citizens. 

Addressing  the  problems  of  our  health  care  system  is  an  urgent  public 
policy  issue  which  can  only  be  addressed  by  fundamental  changes  legislated 
at  the  national  level. 

The  piecemeal  changes  of  recent  years  have  not  given  us  equitable 
access,  controlled  cost,  assured  quality,  or  provided  public  satisfaction. 
The  result  is  a  system  which  fails  to  provide  quality  care  for  many  and  is 
far  too  costly  for  everyone. 

Expenditures  for  health  care  far  exceed  our  investments  in  education, 
and  in  research  and  development.     They  also  exceed  investments  in  new  plants 
and  equipment,  a  major  source  of  our  nation's  future  economic  growth. 

At  stake  is  the  competitiveness  of  domestic  industry  in  the  international 
marketplace . 

In  the  business  sector,  1990  was  a  disaster  —  with  health  care  costs 
for  private  employers  increasing  an  average  of  21.6%.    Worse  yet,  many 
small  companies  experienced  increases  in  excess  of  30%. 

In  the  steel  industry  the  health  care  cost  charge  to  the  hourly  payroll 
in  January,  1991  was  $4.12  per  hour  —  that  was  15.4%  of  total  employment 
costs.     A  decade  earlier,  in  1981,  the  charge  was  $1.49  per  hour,  or  7.4% 
of  total  employment  costs.     That  is  an  increase  of  176%  for  health  care 
compared  to  only  a  21%  increase  in  all  other  employment  costs  for  this  ten 
year  period. 

The  bottom  line  is  that  our  industry's  health  care  costs  are  now  two  to 
three  times  higher  than  those  for  the  rest  of  the  world's  steel  industries. 

For  example,  in  1990,  each  active  hourly  steelworker  in  Canada 
supported  health  care  costs  for  active  and  retired  steelworkers  of  approxi- 
mately $3,200  per  year.     By  comparison,  each  American  steelworker  is  burdened 
with  an  annual  cost  of  $7,600  for  health  care  costs  covering  the  same  group. 

This  is  a  staggering  difference  when  you  recognize  that  steelworkers 
in  the  United  States  and  Canada  have  essentially  the  same  benefit  package. 

Health  care  cost  problems  in  the  steel  industry  are  compounded  because 

we  provide  medical  coverage  for  active  employees  as  well  as  retirees.  For 

Bethlehem  Steel,  our  current  work  force  of  approximately  30,000  supports 

health  care  costs  for  70,000  retirees  and  70,000  spouses  and  dependents,  for 
a  total  of  170,000  lives. 

Bethlehem  and  other  steel  companies  have  recognized  the  problem. 
We  took  steps  beginning  in  the  early  1980 's  by  increasing  employee  cost 
sharing  and  implementing  various  managed  care  programs  to  control  rising 
health  care  costs.     These  efforts,  unfortunately,  represent  "Band-Aids" 
which  only  momentarily  slowed  down  the  escalation  in  costs.     They  do 
not  — and  cannot  —  attack  the  underlying  inflation  which  is  driven  by 
uncontrolled  increases  in  charges  by  medical  providers. 
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Even  though  Bethlehem's  health  care  plans  include  the  full  range_of 
managed  care  programs,  we  saw  our  costs  rise  by  26%  in  1990  from  $162M  in 
1989  to  $205M  in  1990. 

The  steel  companies  and  the  United  Steelworkers  of  America  recognized 
that  our  nation's  health  care  system  was  in  crisis  and  that  fundamental 
reforms  were  necessary.     Accordingly,  in  1989  five  major  steel  companies 
and  the  steelworkers  union  agreed  to  work  together  for  a  national  policy 
on  health. 

In  March  of  this  year  the  five  steel  companies  —  Armco,  Bethlehem, 
Inland,  LTV  Steel  and  National  Steel  —  and  the  steelworkers  union  — 
agreed  to  a  statement  of  principles  for  national  health  reform.     A  copy 
of  the  full  text  of  those  principles  is  attached  to  my  statement. 

If  we  are  to  expand  access  and  control  costs,  we  must  accept  the  need 
for  a  stronger  federal  role  in  health  care.     Currently  the  private  sector 
does  not  play  on  a  level  playing  field  in  health  care.     Cost  shifting  has 
devastated  the  private  sector,  both  large  and  small  employers.     Cost  shifting 
may  be  the  most  important  factor  in  the  destabilization  of  the  United  States 
health  care  system.     In  the  absence  of  fundamental  reforms  that  benefit  all 
health  care  payers,  cost  shifting  can  only  grow  worse. 

Our  national  health  care  crisis  is  a  systemic  problem  that  requires  a 
systemic  solution  with  a  public/private  partnership. 

We  believe  that  any  systemic  solution  at  the  national  level  should  be 
consistent  with  the  following  principles  addressing  cost,  access,  and 
quality: 

1.  First,  national  spending  targets  should  be  established  at  the 
federal  level  to  contain  the  annual  escalation  in  health  care 
costs  to  an  acceptable  level. 

2.  Second,  federal  cost  containment  legislation  is  needed  to  insure 
that  public  and  private  payers  pay  the  same  for  health  care. 
Regional  reimbursement  all-payer  schedules  for  hospitals  and 
physicians  fees  should  be  established.     If  we  are  to  control 
costs,  all  payers  must  play  by  the  same  rules.     The  disruptive 
cost  shifting  of  our  present  system  must  be  eliminated. 

3.  Third,  to  address  the  problem  of  the  uninsured,  companies  not 
providing  health  care  for  their  employees  should  be  encouraged  to 
do  so  through  the  use  of  tax  incentives  or  penalties.     The  "pay 
or  play"  approach  is  a  workable  approach  to  addressing  the  access 
issue . 

4.  Fourth,  actions  to  address  the  quality  of  health  care  should  in- 
clude the  development  of  practice  protocols,  technology  assessment, 
the  development  of  effective  quality  measurement  systems,  and  the 
implementation  of  a  continuous  quality  improvement  process  in  the 
health  care  delivery  system. 

5.  Fifth,  federal  malpractice  reform  is  needed  to  reduce  the  escalation 
in  costs  associated  with  medical  malpractice  suits. 

6.  Sixth,  Medicare  must  remain  as  the  primary  payer  for  the  elderly. 

7.  Finally,  immediate  action  on  reforms  is  needed  even  though  implemen- 
tation may  be  over  a  period  of  several  years. 

Our  goal  should  be  to  restructure  our  health  care  system  in  order  to 
insure  a  healthy  society  for  all  Americans.     To  accomplish  this  goal,  we 
must  have  a  health  care  system  that  provides  access  for  every  American  to 
basic  health  care  within  a  system  which  assures  high  quality  and  controlled 
cost.     Failure  to  address  all  three  —  access,  quality  and  cost  at  the 
same  time  and  in  an  integrated  way  —  will  not  solve  our  health  care  problem 
and  could  significantly  worsen  it. 


81 


-  3  - 


The  growing  seriousness  of  our  health  care  crisis  and  increasing 
public  concerns  have  combined  to  create  a  new  opportunity  and  need 
for  major  change  in  our  health  care  system.     There  is  now  a  clear  and 
compelling  need  for  comprehensive  reform. 

We  are  working  for  change  with  the  other  steel  companies,  the  steel- 
workers  union,  the  National  Leadership  Coalition  for  Health  Care  Reform 
and  others.     I  urge  the  Congress  to  direct  its  attention  to  comprehensive 
legislation  to  reform  of  our  health  care  system.     Health  care  must  be 
placed  high  on  the  public  policy  agenda. 


Attachment 
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STATEMENT  OF  PRINCIPLES  ON 
HEALTH  CARE  REFORM 


The  USWA  and  the  member  companies  of  the 
Joint  National  Health  Care  Policy  Committee 
have  begun  an  intensive  study  of  the  health  care 
crisis  in  the  United  States.  This  crisis  has  affected 
the  international  competitiveness  of  the  American 
steel  industry.  It  has  placed  a  severe  strain  on 
collective  bargaining  as  increasing  resources 
must  be  dedicated  to  health  care.  This  problem 
must  be  solved.  Inasmuch  as  considerable  work 
remains  to  be  accomplished  by  the  Joint 
Committee,  the  following  principles  will  guide 
the  Joint  Committee's  work. 

1.  Legislative  and  regulatory  action  needs  to  be 
taken  which  simultaneously  addresses  each 
of  the  three  facets  of  the  problem— access  to 
affordable  health  care;  quality;  and  cost 
containment  to  address  accelerating  fees, 
inappropriate  utilization  of  services,  excess 
capacity  and  new  technology.  Actions  which 
address  just  one  facet  are  likely  to  aggravate 
the  others. 

2.  Immediate  action  is  required  even  though  it 
may  entail  a  consideration  of  both  short-term 
and  long-term  strategies. 

3.  Access  to  meaningful  and  affordable  health 
care  coverage  should  be  provided  all  citizens 
of  the  United  States,  with  the  cost  to  society 
of  such  coverage  spread  over  the  broadest 
possible  base. 

4.  Systems  for  controlling  total  health  care  cost 
escalation  must  be  implemented  based  on 
explicit  comprehensive  limits  on  national 
health  care  spending. 


5.  Health  care  delivery  systems  should  be 
encouraged,  which  optimize  the  utilization  of 
health  care,  while  minimizing  administrative 
expense. 

6.  Federal  cost  containment  legislation  is 
needed  to  insure  that  public  and  private 
payors  pay  the  same  for  health  care. 

7.  Public  programs  such  as  Medicaid  and 
Medicare  and  the  cost  of  care  for  the 
uninsured  have  shifted  significant  costs  onto 
the  private  sector.  These  cost  shifts  must 
cease. 

8.  Action  is  required  to  control  inappropriate 
utilization  of  services  through  the 
establishment  of  national  medical  practice 
guidelines  which  would  set  standards  for 
health  care. 

9.  Specific  efforts  to  maximize  the  quality  of 
health  care  delivery  should  be  undertaken, 
including  the  use  of  effective  quality 
measurement  systems  and  improved 
accreditation  processes. 

10.  Federal  legislation  providing  appropriate 
limitation  should  be  placed  upon  provider 
ownership  of  ancillary  facilities  such  as 
medical  test  labs,  rehabilitation  facilities  and 
the  like  to  assure  elimination  of  conflict  of 
interest. 

11.  A  better  system  for  handling  medical 
malpractice  disputes  needs  to  be  developed. 

12.  We  must  insure  that  Medicare  remains  the 
primary  payor  for  the  elderly. 


David  Alexander,  Armco  Steel  Co..  L.P.' 


The  Joint  National  Health  Care  PbUcy  Committee 

Co-Chairmen 

A.  Cole  Tremain,  LTV  Steel  Co.     Leon  Lynch,  USWA 

C.  Boylston .  Bethlehem  Steel  Corp.  •  William  P.  Boehler,  Inland  Steel  Co.  •  Richard  P.  Coffee,  National  Steel  Corp. 
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Chairman  Stark.  Thank  you  very  much. 
Dr.  England. 

STATEMENT  OF  MARY  JANE  ENGLAND,  M.D.,  PRESIDENT, 
WASHINGTON  BUSINESS  GROUP  ON  HEALTH 

Dr.  England.  Good  afternoon,  Mr.  Stark,  Mrs.  Johnson.  It  is 
indeed  an  honor  for  me  to  have  the  opportunity  to  present  testimo- 
ny to  you  today. 

I  am  Mary  Jane  England,  the  president  of  the  Washington  Busi- 
ness Group  on  Health,  an  organization  of  Fortune  500  companies 
that  has  long  been  involved  in  public-sector  efforts  to  improve 
health  care  delivery  and  financing. 

As  this  committee  well  knows,  we  are  in  a  medical  care  cost 
spiral.  Most  disturbing  to  all  of  us  is  that  we  are  not  getting  our 
money's  worth:  34  million  uninsured  in  this  country,  including  11 
million  uninsured  children;  unacceptable  infant  mortality  rates; 
and  high  amounts  of  medically  inappropriate  care. 

The  cost  spiral  creates  significant  problems  for  American  busi- 
ness, as  has  been  well  articulated  by  my  colleagues  on  this  panel.  I 
want  to  speak  today  about  a  fundamental  transformation  of  our 
health  care  system  from  its  present,  disorganized  condition  into  or- 
ganized systems  of  care. 

To  achieve  cost  containment  and  quality  improvement,  we  need 
radical  change  of  the  delivery  system  to  organized  systems  of  care. 
Health  care  currently  is  delivered  inefficiently.  Providers  operate 
independently  without  any  accountability,  and  there  are  high 
levels  of  inappropriate  care. 

What  is  corporate  America's  vision  of  systems  of  health  care  de- 
livery? Increasingly  employers  have  taken  leadership  positions  in 
developing  innovative  solutions  to  the  health  care  crisis.  Organized 
systems  of  care  represent  our  best  means  of  achieving  effective 
health  system  reform. 

Organized  systems  of  care  are  vertically  integrated  financing  and 
delivery  systems  that  use  a  panel  of  providers,  selected  on  the  basis 
of  quality  and  cost  management  criteria,  to  furnish  members  with 
comprehensive  services. 

Organized  systems  of  care  incorporate  continuous  quality  im- 
provement mechanisms  and  incentives  to  ensure  appropriate  care. 
They  are  accountable  to  purchasers  and  patients  on  the  basis  of 
cost,  quality,  and  outcomes  data. 

In  addition,  these  systems  have  the  following  characteristics: 
They  need  to  deliver  the  full  spectrum  of  care,  from  preventive  to 
chronic,  and  including  disability  and  workers'  compensation.  There 
need  to  be  a  limited  number  of  these  organized  systems  of  care, 
and  the  patient  should  have  a  meaningful  choice  among  them.  Pay- 
ment should  be  tied  to  successful  performance  with  some  degree  of 
risk  sharing,  and  patients  should  share  in  the  cost  so  that  they  are 
invested  in  decisions  about  their  medical  care. 

You  might  ask,  how  is  our  vision  different  from  any  current 
managed  care  systems  that  my  colleagues  have  already  discussed? 
We  need  to  recognize  the  positive  value  of  many  of  our  managed 
care  strategies  which  stress  accountability;  they  have  been  impor- 
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tant  for  their  sentinel  effect,  and  they  began  to  test  models,  some 
of  which  have  worked  and  some  which  have  not. 

However,  our  critique  of  this  first  generation  of  managed  care 
shows  that  we  are  insufficiently  selective  in  structuring  provider 
networks.  Our  networks  often  build  on  inherently  inefficient  fee- 
for-service  systems,  making  them  oriented  more  toward  procedure- 
specific  review  than  quality  improvement  of  the  entire  system. 

Some  companies,  particularly  the  communications  industry — 
AT&T,  Bell  Atlantic — have  started  moving  in  the  right  direction, 
and  I  would  like  to  speak  of  one  in  detail.  Southwestern  Bell  in  St. 
Louis. 

With  the  support  of  its  union.  Southwestern  Bell  began  "custom 
care"  in  mid-1987.  This  program  covers  76,000  people  across  the 
country  in  the  Prudential  health  care  system,  and  it  has  had  some 
very  interesting  results:  84  percent  employee  satisfaction  with  the 
program,  and  of  those  eligible  for  custom  care,  86  percent  chose 
custom  care  and  the  rest  went  into  HMO  plans. 

We  cannot  transition  to  organized  systems  of  care  without  the 
support  of  public  policies  which  speed  the  movement  of  purchasers, 
providers,  and  patients  into  organized  systems  of  care.  Business 
cannot  accomplish  this  alone. 

We  need  to  restructure  federally  funded  health  programs — Medi- 
care, CHAMPUS,  and  the  Federal  employees  health  benefits  pro- 
gram— to  move  in  the  same  direction. 

There  are  other  cost  containment  proposals  that  business  sup- 
ports. We  support  the  restrictions  on  self-referral.  We  encourage 
the  formation  of  employer-sponsored  purchasing  groups  which 
allow  access  to  data  and  prudent  purchasing  for  many  small  em- 
ployers. We  encourage  the  continued  development  and  use  of  prac- 
tice guidelines.  It  is  important  that  business  encourage  these  guide- 
lines and  that  there  be  an  impetus  to  use  them. 

We  also  need  to  have  physician  practice  pattern  profiling.  Per- 
haps the  most  important  means  of  influencing  physicians  to  change 
their  behavior  is  feedback  illustrating  that  they  are  practicing  dif- 
ferently from  their  colleagues. 

We  need  medical  malpractice  reform.  We  cannot  afford  the  level 
of  defensive  medicine  we  have  in  this  country  today. 

We  also  need  standardized  claims  and  definitions  and  a  single 
claim  form.  As  we  get  into  a  more  electronic  data  system,  we  may 
not  need  an  actual  form,  but  we  certainly  need  standardized  defini- 
tions. 

We  need  to  reform  graduate  medical  education.  We  need  to  ad- 
dress the  State  antimanaged  care  laws  that  are  growing  through- 
out this  country  and  which  stop  innovation  and  creativity  at  the 
local  level.  And  most  importantly,  we  need  to  support  universal 
access  to  care. 

There  has  been  a  little  discussion  today  about  all-payer  rate-set- 
ting systems.  A  few  of  our  Washington  Business  Group  on  Health 
members  support  such  systems  and  a  few  oppose  them.  But  most  of 
our  members  are  undecided;  they  are  skeptical. 

We  have  heard  today  that  they  have  some  reason  to  be  skeptical. 
One  thing  is  clear:  We  need  to  link  payments  to  outcomes.  And  ac- 
complishing that  in  an  all-payer  system  is  difficult.  Data  on  the 
rate  of  increase  in  hospital  rate-setting  States  and  in  Canada  do 
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not  point  to  large  savings.  But  we  will  listen  to  the  rate-setting 
case  with  an  open  mind. 

Our  key  concerns  about  rate  setting  are  that  it  will  slow  transi- 
tion to  organized  systems  of  care  by  propping  up  inefficient  provid- 
ers, and  that  payers  will  not  address  the  underlying  quality  prob- 
lem. 

The  solution  to  health  care  cost  containment  cannot  be  found  in 
business  alone;  we  need  to  work  together.  In  closing,  we  very  much 
appreciate  the  opportunity  to  share  our  views  on  cost  containment 
with  your  subcommittee  and  we  look  forward  to  working  with  you 
on  improving  access  to  health  care  for  all  Americans. 

Thank  you. 

[The  prepared  statement  follows:] 


47-R.?4  n  -  q9  _  /I 
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STATEMENT  OF  MARY  JANE  ENGLAND,  M.D.,  PRESmENT 
WASHINGTON  BUSINESS  GROUP  ON  HEALTH 


Good  morning.  I  am  Mary  Jane  England,  President  of  The 
Washington  Business  Group  on  Health  (WBGH) .  WBGH  is  an 
organization  of  Fortune  500  employers  that  has  long  been  involved 
in  public  sector  efforts  to  improve  health  care  delivery  and 
financing.  -I— appreciate  the  opportunity  to  share  with  you  WBGH's 
views  on  medical  care  cost  containment.  As  will  become  apparent, 
I  will  not  present  a  single  "business  community"  position.  No  such 
position  exists,  even  among  WBGH's  large  employer  membership. 
While  WBGH's  membership  has  reached  consensus  on  a  number  of 
issues,  there  is  a  diversity  of  opinion  on  other  important  issues. 
I  will  point  out  both  the  areas  of  consensus  and  the  areas  where 
consensus  has  not  yet  been  achieved. 

I.     The  Medical  Care  Cost  Spiral 

The  United  States  spends  much  more  per  capita  on  medical  care 
than  other  industrialized  countries.  Cost  trends  are  even  more 
disturbing  than  the  high  absolute  level  of  medical  costs.  Between 
1970  and  1989,  real  per  capita  medical  expenditures  grew  at  4.9% 
per  year.  U.S.  medical  spending  would  be  justifiable  if  it  bought 
better  outcomes  than  are  achieved  in  other  countries,  or  if 
outcomes  markedly  improved  from  year  to  year.  Unfortunately,  there 
is  not  much  evidence  that  we  are  getting  our  money's  worth  -  - 
roughly  34  million  persons,  including  11  million  children  are 
uninsured,  and  we  have  a  disgraceful  infant  mortality  rate. 

The  medical  care  cost  spiral  causes  significant  problems  for 
American  businesses,  which  lowers  all  Americans'  standard  of 
living.     These  problems  are  manifested  in  at  least  four  ways: 

o  Medical  insurance  benefits  have  become  a  highly  contentious 
labor  issue.  By  some  accounts,  disputes  about  insurance 
benefits  have  become  the  leading  cause  of  strikes.  Strikes 
mean  lost  production  and  lost  wages. 

o  The  increasing  proportion  of  federal  and  local  revenue  being 
spent  on  medical  care  leaves  less  for  investment  for  other 
social  needs  such  as  education  and  transportation  networks. 
Less  investment  in  these  areas  means  less  productivity  and 
thus  a  lower  standard  of  living. 

o  For  at  least  some  sectors  of  the  economy,  high  and  rapidly 
increasing  medical  care  costs  are  a  handicap  in  international 
competition. 

o  Massive  annual  health  care  increases  have  to  be  paid  for  by 
giving  up  something  else.  Employers  must  reduce  other  costs, 
such  as  investment  in  research  and  capital;  increase  prices; 
or  pay  lower  wages  than  they  would  otherwise  pay.  Ironically, 
because  we  spend  money  on  inefficient  medical  care,  we  have 
been  unable  to  finance  adequate  care  for  all  Americans  and  we 
may  spend  too  little  on  other  things  that  would  do  more  to 
produce  good  health  in  our  society.  Many  factors  other  than 
medical  care  go  into  achieving  healthy,  productive,  satisfying 
lives . 
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II.  Cost  Containment  and  Quality  Improvement  Through  Radical 
Change  of  the  Delivery  System;    Organized  Systems  of  Care 

Medical  care  in  the  United  States  is  delivered  in  an 
inefficient  manner.  Most  care  is  delivered  on  a  piece  work  basis. 
Providers  operate  independently,  without  accountability  for  cost 
or  results.  Incentives  to  improve'quality  and  manage  costs  are  few 
and  far  bet-ween.  Even  those  providers  who  want  to  perform  these 
roles  for  their  patients  usually  lack  the  tools  to  do  so. 
Inattention  to  preventive  and  primary  care,  high  levels  of 
inappropriate  care,  vast  'and  medically  unjustifiable  differences 
in  the  rates  at  which  procedures  are  performed  in  different  areas, 
and  significant  differences  in  the  rate  at  which  different 
providers'  patients  die  or  become  sick  as  a  result  of  their  care 
are  just  a  few  symptoms  of  our  problematic  delivery  system. 

What  is  corporate  America's  vision  regarding  restructuring  of 
the  United  States'  medical  care  delivery  system?  While  the  vision 
remains  under  development,  in  numerous  discussions  with  WBGH's 
corporate  members,  the  parameters  of  a  delivery  system  able  to 
contain  costs  and  improve  quality  has  begun  to  take  shape.  In  our 
view,  all,  or  the  vast  majority,  of  Americans  should  receive  ^heir 
medical  care  through  what  we  have  labeled  "organized  systems  of 
care."  In  our  working  definition  of  this  concept,  organized  systems 
of  care  are  vertically  integrated,  financing  and  delivery  systems 
that  use  a  panel  of  providers  selected  on  the  basis  of  quality  and 
cost-management  criteria  to  furnish  members  with  comprehensive 
services.  The  organized  systems  incorporate  continuous  quality 
improvement  mechanisms  and  incentives  to  insure  appropriate  care 
into  their  operations,  and  accountable  to  purchasers  and  patients 
on  the  basis  of  cost,  quality  and  outcomes  data.  In  greater 
detail,  the  key  elements  of  the  reformed  delivery  system  include 
the  following: 


o  Organized  systems  of  care  will  deliver  the  full  spectrum  of 
medical  services,  from  preventive  and  primary  care  through 
tertiary  and  chronic  care.  Since  the  system  as  a  whole  will 
be  at  least  partly  at  risk  for  the  cost  of  care,  this  will 
limit  cost-shifting  between  different  type  of  services  (e.g. 
inpatient  to  outpatient). 

o  Services  will  be  provided  by  selected  health  care 
professionals  and  selected  hospitals  willing  and  able  to  meet 
the  system's  quality  and  cost-management  criteria. The  system 
will  directly  own  some  of  the  facilities  that  provide  care. 
Other  sites, such  as  centers  of  excellence  for  specific 
procedures,  will  be  managed  contractually. 

o  In  any  given  region,  a  limited  number  of  these  vertically 
integrated  organized  systems  of  care  will  replace  the  current 
multitude  of  players. 

o  Organized  systems  of  care  will  be  evaluated  on  the  basis  of 
such  factors  as  improved  patient  outcomes  and  consumer 
satisfaction  with  treatment.  Payment  will  be  tied  to 
successful  performance,  with  some  degree  of  risk-sharing  with 
providers.  Patients  will  also  share  in  the  cost  of  care,  in 
order  to  give  them  a  stake  in  decisions  about  their  medical 
care. 
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o  Organized  systems  of  care  will  incorporate  in-house  quality 
improvement  and  peer  review  mechanisms,  based  on  widely 
available  medical  protocols  and  outcome  measures.  The  system 
will  have  built-in  incentives  to  treat  patients  appropriately. 

o  The  collection,  analysis  and  use  of  data  within  the  system 
will  facilitate  monitoring  of  cost,  quality,  and  outcomes. 
This  information  will  be  made  available  in  useable  formats  to 
purchasers,  patients  and  public  entities.  Purchasers  will 
move  away  from  micro-managing  numerous  medical  transactions 
to  monitoring  the  performance  of  a  few  systems.  Patients  will 
be  given  the  information  needed  to  take  responsibility  for 
their  own  medical  care. 

o  Benefits  will  undergo  some  standardization,  promoting 
competition  based  on  value  and  quality. 

o  Patients'  choices  of  providers  will  be  limited  by 
unavailability  of  reimbursement  for  services  obtained  outside 
the  organized  system  they  join.  Patients  will  be  able  to 
choose  among  providers  within  their  system.  Moreover, 
purchasers  will  be  given  a  meaningful  choice  between  competing 
organized  systems  of  care. 

o  The  organized  system  of  care,  in  partnership  with  individual 
providers  within  it,  will  be  responsible  for  quality. 
Therefore,  the  system  itself  will  be  liable  for 
malpractice . 

III.     Organized  Systems  of  Care  in  Relation  to  Managed  Care 

It  is  important  to  recognize  the  fundamental  differences 
between  WBGH's  vision  of  organized  systems  of  care  and  many  current 
managed  care  arrangements.  Managed  care  is  an  important 
improvement  upon  traditional  arrangements  which  incorporated  no 
cost  controls  on  providers  or  recipients  of  care.  But,  as 
currently  practiced,  the  first  generation  of  managed  care  (1)  is 
often  insufficiently  selective  in  structuring  provider  networks  and 
allows  too  many  opportunities  for  patients  to  leave  the  network, 
(2)  often  builds  on  inherently  inefficient  f ee-f or-service 
reimbursement,  and  (3)  is  oriented  more  toward  procedure-specific 
utilization  review  than  quality  improvement  mechanisms  and 
accountability  for  overall  performance.  Further,  with  only  a  small 
portion  of  the  population  in  real  managed  care  plans  (as  opposed 
to  "managed  indemnity"  plans)  there  are  too  many  opportunities  for 
cost-shifting  and  shadow-pricing.  These  factors  explain  why  many 
studies  indicate  that  managed  care  has  only  a  limited  impact  on 
cost . 

WBGH's  goal  is  not  merely  to  intensify  current  managed  care 
practices,  but  to  structure  a  different  way  of  delivering  care. 
We  believe  that  enrollment  of  virtually  the  entire  population  in 
a  limited  number  of  competing,  vertically-integrated  networks  of 
selected  providers  will  achieve  the  cost  savings  that  have  eluded 
managed  care.  Evidence  to  support  this  view  comes  from  a  number 
of  large  companies  and  purchasing  groups  of  small  employers  that 
have  implemented  the  programs  that  most  closely  resemble  WBGH's 
concept.     These  companies  and  purchasing  groups  are  providing  the 
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laboratory  for  early  experiments  on  the  organized  systems  of  care 
concept.  Since  these  plans  do  not  enroll  a  large  percentage  of  the 
total  population,  and  none  yet  employs  all  of  the  organized  system 
of  care  elements  discussed  above,  the  data  are  not  yet  conclusive. 
Nonetheless,  these  plans'  experiences  indicates  the  potential  for 
organized  systems  of  care  to  serve  employees  in  businesses  of  all 
sizes.  A  few-examples  of  companies  and  purchasing  groups  that  hive 
implemented  pieces  of  this  concept  are  discussed  below. 

Based  in  St.  Louis,  Southwestern  Bell  has  66,000  employees  and 
26,000  retirees.  The  company,  with  support  from  its  major  union, 
began  its  CustomCare  program  in  mid-1987.  Currently  76,500 
individuals  are  enrolled  across  the  country.  Enrolled  employees 
may  use  physicians  outside  the  network,  but  they  have  financial 
incentives  to  use  participating  physicians.  Within  the  network, 
employees  pay  only  low  co-payments  for  physician  office  visits,  and 
subsequent  necessary  care  is  provided  at  no  charge  to  the  employee. 
Enrolles  are  entitled  to  alternative  forms  of  care  (such  as  home 
health  and  hospice  benefits)  and  do  not  have  to  file  medical 
claims . 

The  overwhelming  majority  of  employees  choose  to  utilize  the 
network's  providers.  Responses  to  surveys  conducted  in  1988  and 
1990  show  employee  satisfaction  with  the  program  to  be  high  and 
increasing.  While  costs  have  not  decreased  for  Southwestern  Bell, 
the  rate  of  increase  has  been  substantially  lower  than  the  national 
average.  A  detailed  study  found  that,  through  1989,  the  average 
cost  increase  per  employee  in  areas  that  had  networks  was  11.8% 
just  before  CustomCare  was  implemented  and  6.3%  since  the  program 
began . 

Honeywell  has  begun  to  apply  manufacturing-oriented  quality 
improvement  processes  to  health  care.  Its  program  encourages 
physicians  in  a  group  practice  setting  to  maintain  current 
knowledge  of  the  medical  literature  and  to  establish  standards  that 
document  the  necessity  and  appropriateness  of  care.  In  this 
environment,  an  outcomes  measurement  system  becomes  particularly 
applicable.  While  Honeywell  began  its  foray  into  managed  care  by 
offering  its  employees  fairly  loose  provider  arrangements,  it  is 
now  moving  to  EPOs  —  exclusive  provider  arrangements  that  allow 
the  company  to  work  more  closely  with  a  smaller  number  of  providers 
(a  tighter  network  more  like  the  organized  systems  of  care  concept) 
-  -  or  single  preferred  groups  built  around  group  practices.  One 
area  of  quality-based  health  management  which  has  received  the 
company's  closest  attention  is  in  the  field  of  organ 
transplantation.  In  areas  where  it  has  large  concentrations  of 
employees,  Honeywell  has  designated  single  hospital  systems  as 
"centers  of  excellence"  and  made  them  exclusive  providers  of  organ 
transplants  for  its  beneficiaries.  Overall,  Honeywell  has  held  its 
annual  medical  cost  increases  to  10%  or  less  for  several  years, 
compared  to  an  earlier  rate  of  15%  to  20%. 

Xerox's  experience  is  instructive  about  the  inefficiencies 
involved  in  the  current  delivery  system.  Until  1990,  the  company 
offered  an  indemnity  plan  and  100  HMOs.  The  large  number  of  HMOs, 
however,  severely  compromised  Xerox's  ability  to  control  costs  or 
monitor  quality  of  care.  Beginning  in  1990,  Xerox  contracted  with 
6  health  plan  networks  to  create  HealthLink.  Selected  networks  had 
to  answer  a  number  of  detailed  questions  about  their  procedures  for 
selecting     and     monitoring     physicians     and     other     health  care 
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providers.  Under  this  system,  Xerox  works  very  closely  with  the 
health  care  managers  in  each  network  to  set  standards  for  delivery 
of  care  and  to  evaluate  providers's  performance  under  these 
standards . 

Finally,  Digital  Equipment  Corporation  is  becoming  highly 
involved  with_its  HMOs,  undertaking  an  intensive  process  to  select 
new  HMOs  and  to  set  up  procedures  to  monitor  their  ability  to  meet 
quality  of  care  and  cost  containment  objectives.  Digital  is  also 
part  of  an  Outcomes  Management  System  (OMS)  project  underway  with 
23  other  companies.  Sponsored  by  Interstudy,  the  project  is 
linking  patient  assessment  and  outcomes  information  for  3  different 
conditions.  This  information  will  be  used  to  select  provider 
networks  and  monitor  ongoing  performance. 

The  organized  systems  of  care  concept  is  applicable  to  small 
businesses  as  well  as  large  ones,  as  demonstrated  by  the  activities 
of  the  members  of  our  National  Business  Coalition  Forum  on  Health 
(NBCFH).  Founded  in  1989  under  WBGH ' s  auspices,  NBCFH  is  currently 
an  organization  of  43  business  and  health  care  coalitions  in  29 
states.  Several  of  these  coalitions  are  involved  in  structuring 
what  we  have  labeled  "Employer  Sponsored  Purchasing  Initiatives" 
(ESPIs).  While  widely  varied  in  their  approaches,  the  basic 
concept  behind  these  initiatives  is  to  aggregate  large  and  small 
employers  in  a  community  to  facilitate  the  purchase  of  cost- 
effective,  quality  care.  It  is  crucial  to  understand  that  the 
interest  in  and  power  of  most  of  these  initiatives  are  not  based 
solely  on  volume  discounts.  As  explained  by  Debra  Hubers  of  The 
Alliance,  an  ESPI  located  in  Denver,  Colorado, 

"True  cost  containment  arises  out  of  partnership  with  an 
efficient,  high-quality  provider.  That  provider  is  not 
necessarily  the  one  that  will  give  you  the  50%  discount; 
it  is  the  one  who  will  do  it  right  the  first  time,  all 
the  time.  Anyone  who  doesn't  know  who  are  the  high- 
quality  providers  is  buying  blind." 

In  addition  to  providing  small  employers  with  the  market  leverage 
needed  to  structure  provider  networks,  ESPIs  provide  both  large  and 
small  employers  with  the  claims  data  needed  to  analyze  utilization 
patterns  and  quality  in  a  given  area.  These  two  factors  are 
crucial  aspects  of  an  organized  system  of  care  —  tight 
relationships  between  providers  and  payors,  and  sufficient  data  to 
evaluate  quality  of  care. 

There  are  purchasing  cooperatives  throughout  the  country,  many 
of  which  are  highlighted  in  a  recent  NBCFH  publication.  I  would 
like  to  call  your  attention  to  two  such  initiatives. 

Founded  in  1988,  the  Buyers  Healthcare  Cooperative  of 
Nashville,  Tennessee,  has  grown  to  include  95  member  companies  with 
54,000  employees,  representing  137,000  covered  lives.  It  aggregates 
the  buying  power  of  local  employers  to  secure  documentable  savings 
from  area  providers  through  direct  contracting.  Currently,  BHC 
contracts  with  20  hospitals  in  the  Nashville  area. 

The  predominant  problem  with  existing  networks  was  that  they 
divided  up  the  data  necessary  to  create  information  that  could  be 
used  for  prudent  purchasing.  Channeling  the  claims  data  through 
BHC  now  allows  the  Cooperative  to  develop  information  on  individual 
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physician  practice  patterns  and  re-direct  patients  to  high-quality, 
cost-efficient  providers.  BHC  has  documented  an  average  of  16% 
savings  on  its  members'   hospital  bills. 

The  Alliance,  in  Denver,  Colorado,  represents  over  1,000 
employers  and  70,000  covered  lives.  Colorado  employers  became 
highly  conceuied  about  significant  variations  in  the  utilization 
of  health  care  resources  in  the  U.S.  and  in  their  own  state. 
Colorado  employers  and  consumers  represented  by  the  Alliance 
determined  that  they  needed  to  aggregate  demand  for  health  care 
services  in  order  to  move  beyond  being  simply  payors  and  recipients 
of  health  care.  The  collection  and  sharing  of  information  with 
providers,  purchasers,  and  consumers  of  health  care  is  key  to  the 
Alliance's  success. 

One  of  the  most  important  activities  of  The  Alliance  has  been 
to  provide  employers  with  a  cost  comparison  of  all  Colorado 
hospitals  by  DRGs .  Another  activity  has  been  to  encourage 
hospitals  to  begin  to  specialize  and  strategically  invest  resources 
to  their  and  the  community's  advantage.  Instead  of  trying  to  be  all 
things  to  all  patients,  the  goal  is  for  hospitals  to  compete  on  the 
basis  of  carefully-selected  product  lines  in  which  they  can  excel. 

In  summary  there  are  several  common  threads  that  run  through 
successful  ESPIs  and  that  support  WBGH's  concept  of  organized 
systems  of  care: 

o  Education  of  employers  and  their  employees 

o  Involvement  of  senior  level  management 

o  Understanding  the  price  on  which  discounts  are  based 

o  Collection  and  ownership  of  critical  data  elements 

o  Purchasing  on  the  basis  of  quality  outcomes 

o  Employer/purchaser  control 


IV.     The  Transition  To  Organized  Systems  of  Care 

The  logic  of  the  market  is  driving  many  purchasers  to 
institute  key  elements  of  the  organized  systems  of  care  strategy. 
Despite  this  progress,  I  am  not  here  to  tell  you  that  individual 
corporations  acting  on  their  own  can  cure  the  ills  of  our  country's 
medical  care  system.  WBGH  recognizes  the  need  for  public  policies 
which  will  speed  the  movement  of  providers,  purchasers  and  patients 
into  organized  systems  of  care.  WBGH  is  now  reviewing  a  number  of 
public  policy  options,  and  will  issue  its  recommendations  later 
this  year. 

One  policy  that  I  am  prepared  to  recommend  at  this  time  is  the 
restructuring  of  federally  funded  medical  care  programs.  As  the 
nation's  single  largest  purchaser  of  care.  Medicare  can  exert  great 
influence  over  how  medicine  is  practiced  in  the  United  States. 
Congress  and  the  Administration  should  quickly  move  to  restructure 
Medicare  so  that  it  provides  care  to  beneficiaries  through  a 
limited  number  of  competing,  organized  systems  of  care.  Other 
federally-funded  programs,  including  The  Federal  Employees  Health 
Benefit  Plan,  Medicaid  and  CHAMPUS  should  move  in  the  same 
direction.  No  single  step  would  do  more  to  improve  the  way  medical 
care  is  delivered  in  the  U.S. 
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V.     other  Cost  Containment  Issues 

Implementing  organized  systems  of  care  is  the  core  of  our  cost 
containment  strategy.  Other  initiatives  that  are  consistent  with 
this  strategy  and  deserve  scrutiny  include: 


o  Restrictions  on  Physician  "Self-Referral"  —  In  1989,  WBGH 
supported  Chairman  Stark's  legislation  which  generally 
prohibited  physicians  from  referring  Medicare  patients  to 
clinical  labs  in  which  they  have  a  financial  interest.  WBGH 
is  currently  evaluating  the  appropriateness  and 
effectiveness  of  extending  self-referral  restrictions.  We 
believe  that  self -refer ral  continues  to  produce  large, 
unwarranted  costs,  particularly  in  the  area  of  imaging 
services . 

o  Employer-Sponsored  Purchasing  Initiatives  —  As  discussed 
above,  ESPIs  can  provide  small  employers  with  significant 
administrative  savings  and  the  market  leverage  and  data  needed 
to  structure  organized  delivery  systems.  Public  policy  should 
encourage  formation  of  such  groups. 

I  am  encouraged  that  Representative  Chandler  has  recently 
introduced  legislation  intended  to  achieve  this  goal.  WBGH 
will  offer  substantive  comments  on  this  bill  in  the  near 
future,  based  on  the  experiences  of  those  NBCFH  members 
involved  in  ESPIs.  The  usefulness  of  ESPIs  is  not  limited  to 
small  employer  groups.  As  noted  above,  they  can  help  provide 
the  data  large  employers  need  to  structure  organized  systems 
of  care.  WBGH  is  currently  examining  what  other  roles  they 
can  play  for  large  employers. 

o  Practice  Guidelines  —  There  is  no  such  thing  as  low  cost  or 
high  quality  inappropriate  medical  care.  Enough  clinical 
information  is  available  now  to  permit  accelerated  development 
and  dissemination  of  practice  guidelines  that  distinguish 
appropriate  from  inappropriate  care.  WBGH's  Quality  Resource 
Center  has  made  a  major  commitment  to  synthesizing  extant 
guidelines  and  disseminating  them  in  a  form  that  is  useful  to 
purchasers. 

Serious  consideration  should  be  given  to  incorporating 
currently  available  guidelines  into  Medicare  reimbursement 
decisions.    A  few  private  payers  have  already  taken  this  step. 

o  Practice  Pattern  Profiling  —  Profiling  of  physicians' 
practice  and  referral  patterns  can  improve  the  quality  and 
cost-effectiveness  of  medical  care,  particularly  when  combined 
with  the  feedback  of  information  to  physicians.  Feedback  on 
how  a  physician's  practice  profile  compares  to  that  of  their 
peers  can  provide  a  basis  for  modification  of  practice 
patterns  that  are  not  clinically  justified.  Ultimately, 
reimbursement  decisions  could  be  linked  to  practice  patterns. 

Medicare  and  private  payers  are  beginning  to  expand  their  use 
of  this  tool.  The  feasibility  and  desirability  of  combining 
different  payers'  databases  to  produce  the  most  accurate 
practice  profiles  should  be  exposed.  Such  information  should 
be  publicly   available   to   facilitate   selective  contracting, 
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informed  patient  decisions,  and  informed  referrals  by  primary 
care  physicians. 

o  Medical  Malpractice  Reform  —  American  physicians  are  eight 
times  as  likely  to  be  sued  and  pay  ten  times  as  much  in 
malpractice  insurance  premiums  as  their  Canadian  counterparts. 
In  1987j  self-employed  American  physicians  paid  average 
malpractice  premiums  of  $15,000.  In  addition  to  the  direct 
costs  of  malpractice  insurance,  our  tort  system  encourages 
physicians  to  practice  defensive  medicine.  While  the  cost  is 
difficult  to  calculate,  it  is  clearly  large.  For  example,  one 
study  found  that  26%  of  all  physicians  waste  more  than  $50,000 
per  year  on  defensive  medicine.  Another  found  that  caesarean- 
section  rates  increased  as  malpractice  premiums  went  up, 
producing  more  maternal  deaths  as  well  as  unnecessary  medical 
costs . 

WBGH  supports  preemption  of  state  malpractice  law  with  federal 
law  designed  to  fairly  compensate  malpractice  victims,  improve 
quality,  and  eliminate  the  tort  system's  perverse  incentives. 
Steps  which  we  recommend  include  use  of  practice  guidelines 
as  the  standard  of  care  for  determining  malpractice  liability, 
caps  on  non-economic  damages,  movement  of  malpractice 
determinations  into  alternative  dispute  resolution  systems, 
and  focusing  liability  on  systems  of  care  rather  than 
individual  physicians.  I  would  add  that  organized  systems  of 
care  are  an  effective  tool  for  addressing  the  quality  issues 
that  underlie  malpractice  liability. 

o  Standardized  Claims  Definitions  and  Electronic  Claims 
Processing  —  WBGH  supports  efforts  to  implement 
standardized      claims      definitions.  This     will  reduce 

administrative  costs  and  facilitate  analysis  of  cost,  quality 
and  utilization  data.  Within  the  next  few  years,  paper  claims 
forms  should  give  way  to  electronic  processing. 

o  Reform  Graduate  Medical  Education  —  The  United  States  has 
too  many  specialists  and  too  few  primary  care  physicians. 
Medicare  has  begun  to  address  this  problem,  by  building 
incentives  to  practice  primary  care  into  its  reformed 
physician  payment  system.  Further  steps  should  be  taken, 
including  explicit  billing  for  graduate  medical  education  so 
payers  can  make  informed  decisions  about  what  services  they 
want  to  buy. 

o  Address  State  Anti-Managed  Care  Laws  —  Many  states  have 
enacted  laws  that  restrict  or  increase  the  expense  of 
utilization  review  and  selective  contracting  with  providers. 
These  laws  do  not  promote  quality  or  cost  containment.  They 
should  be  addressed. 


VI.     All-Payer  Rate-Setting  Systems 

In  recent  years,  a  number  of  plans  to  contain  costs  by 
establishing  all-payer  rate-setting  systems  have  been  proposed. 
These  plans  differ  in  important  ways.  Therefore,  my  comments  on 
this  topic  concern  general  principles,  rather  than  the  specifics 
of  a  particular  plan. 
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Currently,  some  of  WBGH ' s  members  clearly  favor  all-payer 
rate-setting,  some  are  clearly  opposed,  and  the  majority  are 
undecided  but  skeptical.  If  a  vote  were  taken  today,  a  motion  that 
WBGH  support  rate-setting  would  lose.  Advocates  of  rate-setting 
will  need  to  build  a  persuasive  case  that  it  will  effectively 
contain  costs  and  improve  quality.  I  can  assure  you  that  WBGH's 
members  will  carefully  listen  to  and  vigorously  probe  the  arguments 
for  rate-setting  as  they  discuss  this  important  issue. 

At  the  present  time,  most  of  WBGH's  members  view  the  argument 
that  rate-setting  will  contain  costs  as  unproven.  The 
Congressional  Research  Service  reports  that  between  1976  and  1984, 
per  capita  hospital  costs  increased  1-1/2%  less  per  year  in  six 
regulated  states  than  in  unregulated  states.  Since  these  six 
states  began  with  much  higher  costs  than  most  other  states,  it  is 
fair  to  ask  whether  even  this  modest  saving  could  have  been 
achieved  by  implementing  rate-setting  in  lower  cost  states.  A 
recent  study  by  Lewin/ICF  reports  that  between  1986  and  1989  per 
capita  hospital  revenues  in  the  six  regulated  states  actually  grew 
almost  2%  per  year  faster  than  hospital  revenues  in  the  U.S.  as  a 
whole.  In  Maryland,  which  is  now  the  last  state  to  operate  an  all- 
payer  system,  per  capita  hospital  revenues  grew  at  7.7%  per  year, 
compared  to  7.8%  for  the  nation  as  a  whole,  between  1986  and  1989. 

Canada's  one  payer  per  province  financing  system  negotiates 
global  budgets  with  hospitals  and  a  fee  schedule  with  physicians. 
While  the  system  provides  care  for  roughly  one-third  fewer  dollars 
per  person  than  the  U.S.  system,  through  the  1980s  Canada 
experienced  nearly  the  same  rate  of  increase  in  health  care 
spending  as  the  U.S. 

Notably,  rate-setting  does  not  seem  to  address  underlying 
quality  problems  and  inefficiencies.  Countries  with  rate-setting 
systems  share  with  the  United  States  high  rates  of  inappropriate 
care  and  wide  small  area  variations.  In  Maryland,  for  example, 
numerous  hospital-based  procedures  are  performed  at  widely 
different  rates  in  different  areas  of  the  state. 

Our  fundamental  concern  about  rate-setting  is  its  impact  on 
efforts  to  transform  our  current  fragmented  and  inefficient 
delivery  system  into  organized  systems  of  care.  While  some  of 
WBGH's  members  believe  organized  systems  of  care  and  rate-setting 
are  not  incompatible,  a  majority  have  not  been  persuaded  that  this 
is  the  case.  Some  of  our  specific  concerns  about  how  rate-setting 
could  interfere  with  the  restructuring  of  delivery  systems  are  as 
follows : 

o  All-payer  rate-setting  could  prop  up  inefficient  and  poor 
quality  providers,  giving  them  little  incentive  to  change  the 
way  they  practice  medicine  or  to  improve  by  joining  an 
organized  system  of  care.  Similarly,  inefficient  payers 
might  be  advantaged  by  rate  setting.  Even  if  rate-setting 
slightly  constrained  the  present  system's  cost  growth,  it 
would  not  be  doing  the  job  that  needs  to  be  done. 

o  All-payer  rate-setting  could  interfere  with  the  financial 
incentives  that  payers  can  use  to  improve  provider 
performance.  For  example.  Blue  Cross  and  Blue  Shield  of 
Minnesota  recently  began  to  directly  link  health  care 
reimbursement  to  patient  outcomes.    Would  an  all-payer  system 
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permit  this  and  other  types  of  financial  incentives  that 
discriminate  between  high  and  low  quality,  and  efficient  and 
inefficient  providers? 

o        Adoption   and   implementation  of  a    rate-setting   system  would 
likely  absorb  providers',  payers'  and  government's  attention 
/  for  many_years,  slowing  the  progress  of  system  restructuring. 

In  closing,  WBGH,  representing  corporate  America,  stands  ready 
to  work  with  this  Subcommittee  as  cost  containment  efforts  proceed. 
In  doing  so,  we  recognize  two  obligations.  First,  we  will  give 
full  and  fair  consideration  to  all  responsible  proposals.  Second, 
we  will  develop  our  own  vision  in  full  detail.  This  will  include 
recommendations  concerning  the  public  policies  that  can  help 
achieve  a  restructuring  of  our  flawed  medical  care  system,  so  that 
all  Americans  will  have  access  to  quality^  cost-effective  care. 
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Chairman  Stark.  Thank  you  very  much. 

Just  a  couple  of  problems.  You  all  share  our  frustrations,  but  let 
me  just  offer  some  of  my  convictions  which  have  developed  from 
listening  to  yours  and  others'  testimony. 

First,  quality  is  an  issue  with  which  the  Government  should  not 
deal.  Quality  can  only  be  determined,  it  seems  to  me,  by  physicians 
and  their  peers.  I  am  not  competent  to  judge  it.  Mrs.  Johnson  may 
be  more  competent  because  she  has  a  physician  in  her  family. 

But  even  the  physicians  we  question  say  that  they  are  not  will- 
ing to  judge  their  peers  on  who's  better  than  another,  or  which  in- 
ternist makes  better  diagnoses;  they  won't  do  it.  They  will  tell  you 
who  is  the  bum  who  ought  to  be  cashiered,  but  they  will  not  rate 
themselves. 

They  may,  as  we  get  outcomes  research,  learn  a  little  bit  about 
which  procedures  are  more  efficacious  or  efficient,  but  they  are  not 
going  to  talk  my  mother  out  of  a  procedure  if  she  insists  on  having 
it. 

So  we  have  a  problem — doctors  may  know  that  open  heart  sur- 
gery may  not  do  her  much  good  for  very  much  longer,  but  if  she 
wants  it,  in  this  country  I  am  afraid  we  are  going  to  provide  it. 

I  want  any  of  you  to  deal  with  my  dialysis  group  and  tell  them 
we  are  going  to  close  down  the  dialysis  system  in  my  district,  and 
then  talk  with  a  bunch  of  people  who  look  very  green,  and  very 
yellow  and  who  are  very  mad.  I  won't  do  it. 

I  say  that  without  prejudice.  I  just  don't  think  quality  is  an  issue 
either  for  the  physician  groups  or  the  district  attorney,  and  not  for 
Congress,  because  we  are  just  not  competent.  We  have  to  presume 
a  minimum  level  of  competence.  And  that  has  to  be  provided  by 
somebody  else,  at  least  that  is  my  opinion. 

This  malpractice  thing  I  think  is  a  stalking  horse.  It  is  an  insur- 
ance company,  an  attorney  issue.  California  is  as  good  and  Mr. 
Wingate  could  look  at  that.  We  have  had  probably  the  best  mal- 
practice reform  from  the  standpoint  of  the  insurance  companies, 
not  necessarily  for  the  consumers,  in  California.  We  have  limited 
the  awards  and  I  think  that  is  not  acceptable  to  some  groups. 

But  arguably  there  is  no  better  tort  reform  in  the  country,  and 
yet,  if  California  has  not  had  the  highest  rate  of  increase  in  physi- 
cians' fees  it  is  one  of  two  States  in  which  physicians'  fees  have  in- 
creased higher  and  more  rapidly  than  any  of  the  other  48. 

So  the  results  of  malpractice  reform  have  yielded  us  nothing  in 
California,  and  nothing,  at  least,  that  is  perceptible. 

I  think  doctors  do  practice  differently  because  of  the  malpractice 
threat,  but  the  reality  is  that  something  like  99  percent  of  all  mal- 
practice awards  could  not  have  been  prevented  by  preventive  medi- 
cine. They  cut  off  the  wrong  leg,  and  you  know,  an  extra  test  would 
not  have  foreseen  that. 

So  I  don't  really  think  that  malpractice  reform  is  going  to  do 
much  for  us.  A  couple  of  comments  from  Mr.  Wingate  and  his 
group  as  they  wind  down  to  D-decision  day. 

I  agree  with  you  wholeheartedly  on  the  universal  access  issue, 
and  that  medical  care  should  be  paid  for  based  on  an  ability  to  pay. 
I  want  to  remind  you,  and  we  struggled  with  this  in  discussions  on 
catastrophic,  at  the  Federal  level  there  is  absolutely  no  way  to  re- 
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quire  people  to  pay  based  on  ability  to  pay  except  through  the  Fed- 
eral income  tax  system. 

We  do  not  have  the  ability  or  the  constitutional  privilege  of  in- 
quiring as  to  what  any  of  you  earn.  We  do  not  take  that  informa- 
tion, except  in  those  welfare  situations  where  we  use  it  to  elimi- 
nate people  who  have  too  much  in  assets  or  income,  and  we  have 
no  way  of  measuring  your  income  except  through  the  income  tax 
system. 

So  remember,  if  we  are  going  to  deal  with  ability  to  pay  and 
funding  this  system,  it  has  to  be  done  through  the  income  tax 
system,  only  because  we  have  no  other  way. 

I  don't  tell  you  whether  that  is  right  or  wrong,  I  am  just  saying 
that  we  wrestled  with  that  one  in  catastrophic. 

That  leads  me.  Dr.  England,  to  my  suggestion  that  if  you  were 
going  to  try  and  talk  my  mother  into  joining  Kaiser,  good  luck.  My 
mother  has  her  doctor.  She  threatened  to  sleep  on  the  grate  outside 
her  retirement  community  to  humiliate  me  if  I  made  her  join 
Kaiser  though  they  won't  take  her  because  she  smokes  and  drinks. 
The  point  is  that  when  we  think  about  changing  the  delivery 
system,  we  are  taking  on  the  toughest  part  of  this  problem. 

I  think  the  payment  system  can  be  reformed,  because  nobody  un- 
derstands it.  My  mother  doesn't  know  who  pays  her  medical  bills. 
None  of  us  really  does.  I  mean  that  is  a  system  that  we  could 
change  and  the  public,  as  long  as  they  know  their  bills  are  going  to 
get  paid,  has  a  great  deal  of  indifference  as  to  who  pays. 

As  a  matter  of  fact,  there  is  a  great  deal  of  indifference  if  you 
think  about  it  in  relationship  to  the  doctors,  except  those  who  do  a 
tremendous  amount  of  extra  billing.  They  are  going  to  get  paid. 

So  I  think  that  if  we  are  politically  going  to  deal  with  the  part  of 
the  system  we  can  change  most  easily,  it  is  the  payment  system, 
and  through  that  perhaps  achieve  some  savings  by  bargaining  with 
an  all-payer  or  single-payer  system. 

And  when  you  talk  about  controlling  costs  and  eliminating  cost 
shifting,  I  think  you  hint,  Dr.  England,  that  Medicare  cost  shifts, 
but  we  cost  shift  perhaps  less  than  all  of  these  preferred  provider 
deals. 

Health  care  spending  is  a  balloon,  and  you  push  down  here,  and 
it  is  going  to  go  up  there.  I  know  of  no  way  to  truly  say  that  we  can 
control  costs,  unless  it  is  mandatory,  and  my  good  friend  Senator 
Mitchell  is  dreaming.  Voluntary  cost  controls  to  me  are  an  oxy- 
moron. That  just  can't  happen. 

You  indicate.  Dr.  England,  that  we  will  have  to  give  something 
up.  If  I  could  convince  the  steel  companies  who  lost — you  lost  a 
tough  ruling  on  your  preferred  provider,  your  lawsuit,  I  don't  know 
what  is  going  to  happen  to  you  on  that — but  are  you  going  to 
appeal? 

Mr.  BoYLSTON.  Yes,  we  have  already  appealed  that  case. 

Chairman  Stark.  Good.  I  mean  for  those  of  you  who  don't  know, 
Bethlehem  lost  a  case  where  an  employee  sued  them  for  

Mr.  BoYLSTON.  For  failing  to  precertify  for  hospital  admission. 

Chairman  Stark.  Yes,  they  did  not  make  that  call  before  they 
got  the  operation.  And  you  guys  were  going  to  cut  the  payment  and 
Bethlehem  lost. 


98 


For  all  the  wonderful  people  who  have  worked  on  these  preferred 
provider  programs  that  could  be,  indeed,  a  bellwether  decision. 

I  don't  know  how  we  are  going  to  bring  this  together.  I  don't 
know  where  Dayton  Hudson  and  Bethlehem  were  when  I  needed 
you  with  catastrophic — ^but  we  would  have  saved  you  one  hell  of  a 
lot  of  money  in  your  unfunded  liabilities  for  retiree  medical  care. 
But  now  I  see  the  major  companies  willing  to  join  in  the  reform 
discussion  and  even  suggest  some  taxes  they  won't  like  because  in 
the  long  run,  we  will  save  them,  if  we  don't  absolutely  save  them 
the  unfunded  liability,  we  will  cap  it.  It  can't  run  away.  I  see  a 
strange  kind  of  coalition  forming  there.  We  had  the  president  of 
your  union  here  earlier  as  you  know. 

So  I  deeply  appreciate  your  input.  The  only  thing  missing  and 
that  Mrs.  Johnson  has  to  bring  to  the  table,  is  national  leadership 
on  this  reform  issue.  Somebody  has  got  to  say  we  are  going  to  do  it. 
That's  all  it  takes. 

Now,  we  could  put  a  coalition  together  of  people  here  who  might 
force  it.  And  then  force  the  administration  to  come  and  say,  OK, 
we  are  going  to  do  it  because  they  see  that  we  are  going  to  run 
away  with  it  if  they  don't. 

I  think  that  as  we  find  even  more  agreement  on  this  committee 
than  you  will  in  many  forums,  that  we  are  preparing  for  that  day 
when  somebody  says,  OK,  the  time  has  come,  we're  going  to  do  it. 

And  I  hope  that  that  is  sooner  than  later,  and  I  hope  that  you 
will  stay  with  us  when  we  start  down  that  road.  This  is  interesting 
debate,  and  it  is  fascinating  for  me,  at  least,  and  I  am  sure  for  the 
other  members  of  the  committee  to  learn  from  you,  however,  we 
are  going  to  need  some  real  help  in  the  time  ahead.  I  don't  have 
any  questions,  but  thank  you  for  indulging  my  comments  on  these 
issues  on  which  you  have  so  eloquently  commented. 

Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

And  I  don't  consider  it  an  indulgence.  It  is  really  helpful  to  hear 
the  comment  and  thought  process  that  goes  into  our  wrestling  with 
this  issue,  and  with  you  wrestling  with  this  issue. 

I  commend  all  of  you  at  the  table  for  having  been  willing  to  look 
at  the  complexity  of  this  issue  and  wrestle  with  its  many  facets. 

It  is  my  understanding  that  in  none  of  your  associations  are 
there  small  businesses.  Is  that  a  correct  understanding? 

Mr.  WiNGATE.  There  is  a  small  business  at  the  table  with  the  Na- 
tional Leadership  Coalition,  yes. 

Mrs.  Johnson.  What  percentage  of  your  membership  are  small 
businesses? 

Mr.  WiNGATE.  I  think  2  or  so,  isn't  that  right,  Henry,  two  mem- 
bers who  represent  significant  numbers  of  small  businesses  in  the 
United  States.  The  names  of  our  affiliates  in  that  organization  are 
included  with  my  testimony. 

Mrs.  Johnson.  That  may  explain  why  one  of  the  significant  dif- 
ferences between  your  testimony  and  Bethlehem  Steel's  testimony 
and  Mr.  Boylston  is  his  commitment  to  pay-or-play  and  your  recog- 
nition of  the  need  to  do  something,  but  not  necessarily  to  do  that. 

Mr.  WiNGATE.  We're  not  at  a  point  of  conclusion  yet,  on  that 
issue. 
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Mrs.  Johnson.  I  think  it  is  terribly  important  to  remember  that 
it  is  small  business  that  is  creating  the  most  new  jobs.  They  are 
still  very  inventive.  Both  of  you  come  to  the  table  and  testify  that 
you  are  here  because  premiums  and  health  care  costs  are  threaten- 
ing your  existence.  Frankly,  I  think  it  is  irresponsible,  as  well  as 
unsympathetic  to  mandate  pay-or-play  on  small  business  at  a  time 
when  we  can  guarantee  neither  affordability,  nor  control  of  costs  in 
the  future. 

I  hope  that  I  certainly  urge  you  not  to  go  the  direction  of  man- 
dating on  small  business  before  we  prove  that  we  have  got  a  prod- 
uct that  they  can  buy,  or  a  subsidy  system  that  allows  them  to  buy 
it  without  extinction.  Because  you  will  create  divisions  in  not  only 
the  business  community,  but  also  the  legislature,  and  that  will 
make  progress  impossible. 

I  believe  I  would  be  responsible  in  fighting  such  a  solution.  So  I 
certainly  urge  that.  In  the  same  context,  how  would  you  describe 
big  business'  contribution  to  our  current  problems? 

Mr.  WiNGATE.  I  think  we  have  a  heavy  responsibility.  I  men- 
tioned earlier  in  my  bargaining  of  labor  contracts  when  we  conced- 
ed things  that  today  we  would  not,  when  we  agreed  to  things  that 
were  good  for  our  few  employees  but  were  not  good  for  the  Nation. 
I  think  we  are  all  at  the  block  of  being  guilty — ^business,  labor  

Mrs.  Johnson.  I  didn't  pick  that  up  in  your  testimony.  I  must 
have  missed  that,  I  am  sorry. 

Mr.  WiNGATE.  Yes,  it  was  in  the  testimony,  the  written  testimo- 
ny. 

Mrs.  Johnson.  And  would  you  concur,  Mr.  Boylston? 

Mr.  Boylston.  I  think  clearly  business  has  been  a  contributor  to 
the  cost  shifting  equation  to  the  extent  large  employers  do  put  to- 
gether networks  that  creates  cost  shifting  to  those  small  employers 
who  have  not  done  so,  just  as  Medicare  shifts  or  Medicaid  would 
shift  costs  to  all. 

Commenting  on  your  earlier  talk  

Mrs.  Johnson.  But  you  would  consider  that's  your  only  contribu- 
tion? 
Mr.  Boylston.  No. 

Mrs.  Johnson.  Do  you  think  that  you  contributed  anything  to 
the  demand  side  of  the  equation  and  to  the  belief  that  one  can 
have  everything  for  nothing? 

Mr.  Boylston.  I  think  our  benefit  plans  are  very  generous  ones. 
We  have  modified  those  plans  in  recent  years  though  to  put  cost 
containment  type  provisions  in  them.  Our  plans  today  do  not  re- 
semble the  plans  we  had  6  or  7  years  ago.  We  have  adjusted  to  the 
times. 

Mrs.  Johnson.  I  think  that  is  commendable.  I  think  it  is  terribly 
important  that  business  be  up  front  about  the  degree  to  which  they 
have  put  in  place  beliefs  and  incentives  that  we  have  got  to  change 
or  we  can't  control  costs. 

Mr.  Boylston.  I  think  many  in  big  business  also  recognize  the 
needs  of  small  business  and  would  support  subsidies  and  transition 
periods  in  order  to  enable  small  businesses  to  move  into  the  health 
care  arena  in  an  affordable  fashion. 

In  the  post-War  years  we  talked  about  fringe  benefits,  and  I 
don't  hear  the  word  "fringe"  any  more  because  they  are  not  fringe. 
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I  once  heard  a  definition  of  how  much  a  trilHon  dollars  is  and  I 
think  one  of  the  comments  from  your  committee  was  that  health 
care  costs  would  be  in  excess  of  $1.5  trillion  at  the  end  of  the  centu- 
ry, probably  more  than  that. 

A  million  dollars  if  converted  to  seconds  is  11  days  and  a  trillion 
dollars  converted  to  seconds  is  30,000  years  and  we  can't  absorb 
that. 

Mrs.  Johnson.  I  appreciate  that.  But,  when  I  look  at  the  abso- 
lutely staggering  changes  that  manufacturers  in  my  district  have 
made  in  response  to  the  foreign  competitive  market  under  a  sort  of 
total  quality  manufacturing  rubric  and  how  those  have  been 
achieved,  I  know  that  there  are  answers  to  this  that  are  within  the 
system.  These  answers  make  the  difference  of  how  we  work  and 
manage  together. 

I  want  to  get  back  to  the  custom  care  concept,  because  I  think 
from  what  I  hear  you  saying,  it  is  quite  different  from  the  managed 
care  concept.  We  need  to  know  that.  I  am  beginning  to  see  manu- 
facturers who  have  gone  through  this  in  their  shops  now  sitting  on 
community  hospital  boards  and  asking  new  questions  about  health 
care. 

We  never  asked  the  right  questions  about  health  care.  It  is  ironic 
that  in  sophisticated  America,  only  in  the  last  few  years  did  we 
begin  to  ask  whether  a  treatment  affected  outcome,  you  know, 
whether  it  was  good  for  the  patient  or  not  good  for  the  patient. 

So  I  think  that  we  have  a  long  way  to  go.  It  would  be  a  grave 
error  to  jump  to  pay-or-play  solutions,  global  targeting,  or  national 
price  fixing  before  we  begin  to  ask  the  questions  and  confront  the 
reality  that  we  have  encouraged  a  kind  of  blind,  broad  purchasing 
that  was  bound  to  cost  a  lot  of  money,  even  in  technology. 

We  also  have  a  legal  system  that  almost  requires  you  to  have  the 
latest  technology,  whether  you  think  it  is  much  better  or  not,  so 
that  you  will  be  able  to  do  the  latest  tests  and  be  able  to  say,  well, 
I  looked  at  that.  I  think  those  issues  really  have  profound  signifi- 
cance. 

We  are  only  developing  the  criteria  by  which  we  can  help  doc- 
tors. In  the  communities  in  my  district  where  they  have  begun  to 
do  individual  profiling,  the  impact  is  immediate,  dramatic,  and  sus- 
tained. 

You  can't  expect  individual  practitioners  out  there  to  keep  up  on 
medical  knowledge  that  is  escalating  at  the  pace  it  is  currently,  if 
we  don't  begin  to  build  in  something  better  than  the  kind  of  con- 
tinuing education  that  we  do  have  now. 

I  would  like  to  bring  out  that  small  businesses  are  really  not 
here  at  the  table  and  that  they  would  have  a  terrible  time  surviv- 
ing what  you  are  recommending.  I  did  want  to  comment  that  the 
leadership  coalition's  list  of  things,  I  think,  is  roughly  the  right  list. 

But  if  you  don't  pursue  them  all,  if  you  just  go  to  the  price  issue, 
we  will  lose  it  as  a  nation.  You  have  to  help  us  keep  focused  on  the 
fact  that  there  is  insurance  reform  that  matters;  there  is  malprac- 
tice reform  that  matters;  there  are  pay  issues  that  matter;  there 
are  community  health  clinics  that  matter;  and  there  are  competi- 
tive issues  that  matter. 

So  if  you  don't  keep  the  broad  view,  if  you  let  yourselves  slide 
into  just  the  reimbursement  issues,  we  get  back  into  a  price  fixing 
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mode  of  thinking  that  doesn't  address  the  fundamental  problems 
and  the  incentives  and  beliefs  in  America  about  health  care. 

We  have  got  to  get  back  to  the  belief  that  it  might  matter  if  you 
overeat  and  overdrink  and  oversmoke.  That  is  not  the  whole 
answer,  but  it  sure  is  part  of  it. 

With  that  kind  of  digression,  I  do  want  to  ask  Dr.  England  to 
talk  a  little  bit  more  about  custom  care  and  to  share  with  us  any 
knowledge  you  might  have  of  some  of  the  organizations.  I  am  only 
familiar  with  one  that  former  Senator  Hawkins  spoke  to  me  about 
last  week.  He  said  private  sector  groups  are  now  moving  into  hospi- 
tal environments  and  cutting  costs  30  and  40  percent. 

So  there  is  that  going  on  out  there  that  is  not  unlike  the  custom 
care  plan  that  I  hear  you  saying.  Would  you  talk  more  about  those 
kinds  of  systemic  changes  that  you  think  are  powerful? 

Dr.  England.  Custom  care  is  an  organized  system  of  care  which 
provides  a  full  continuum  of  services  for  employees  of  Southwest- 
ern Bell,  The  communications  union  was  very  involved  in  South- 
western Bell's  adopting  the  program.  I  think  that  the  key  to  its 
success  is  the  fact  that  the  employees  bought  into  the  system 
change.  They  have  found  it  very  satisfactory. 

In  addition  to  custom  care.  Southwestern  Bell  bought  into  the 
Prudential  health  care  system,  which  allows  them  to  actually  im- 
prove services  for  other  employees  in  the  neighborhoods  where 
Southwestern  Bell  is  located. 

For  instance,  in  the  Dallas  community  where  Southwestern  Bell 
has  about  a  fourth  of  its  people  in  the  Prudential  health  care 
system,  they  are  demanding  continuous  quality  improvement.  They 
are  actually  starting  to  look  at  doctor'  practice  patterns,  particular- 
ly in  prescribing  drugs. 

I  could  not  agree  with  you  more.  You  show  physicians  what  their 
peers  are  doing  in  regard  to  prescribing  medication  and  they  will 
change  that  behavior.  In  fact,  there  are  data  that  show  that  physi- 
cians change  their  behavior  more  quickly  in  response  to  what  their 
peers  are  doing  than  on  the  basis  of  financial  incentives.  Pruden- 
tial has  been  able  to  really  push  providers  with  the  magnitude  of 
its  numbers  of  covered  employees  and  its  buying  power. 

A  number  of  our  large  companies  are  getting  together  to  begin  to 
look  at  quality.  They  feel  that  they  have  a  role  in  looking  at  qual- 
ity care  and  making  decisions  about  what  providers  do  a  better  job 
than  others. 

It  is  not  just  a  physician  issue — we  all  have  a  role.  In  Cleveland 
there  is  a  group  of  people  representing  the  corporations,  the  hospi- 
tals, and  the  physicians,  and  actually  demanding  from  the  health 
care  system  certain  outcomes  data,  certain  quality  indicators.  They 
are  making  decisions  about  whether  or  not  they  are  going  to  actu- 
ally buy  from  those  providers. 

Probably  the  most  interesting  phenomenon  is  a  group  of  23  com- 
panies that  have  decided  to  push  forward  and  look  at  outcomes  in 
the  managed  care  system.  Not  only  do  we  need  to  move  from  fee- 
for-service  medicine  to  begin  to  look  at  organized  systems  of  care, 
but,  once  there,  we  also  must  look  at  how  we  should  be  improving 
them. 

These  companies  have  actually  developed  certain  outcome  stud- 
ies in  which  they  ask  the  HMOs  and  the  organized  systems  that 
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are  delivering  this  care  to  quantify  their  results  in  terms  of  em- 
ployees' abilities  to  return  to  the  work  site  and  perform  their  jobs. 
If  the  outcomes  were  not  effective,  the  purchasers  shift  their  con- 
tracts to  other  providers.  By  basing  their  purchasing  decisions  on 
outcomes,  the  business  community  has  pushed  the  health  care 
system  into  looking  more  at  outcomes. 
Mrs.  Johnson.  Thank  you,  very  much. 

I  see  my  time  has  run  out,  but  I  do  want  to  congratulate  you  all 
and  express  my  belief  that  this  is  not  something  that  is  labor's 
problem  or  management's  problem,  or  business'  problem  or  Gov- 
ernment's problem;  it  is  everybody's  problem.  I  am  very  pleased  to 
see  the  communication  and  joint  efforts  that  are  being  made.  Cer- 
tainly if  you  look  at  total  quality  manufacturing,  you  see  it  is  a 
matter  of  everybody's  effort  and  everybody's  thought.  It  is  a  very 
powerful  testament  to  what  it  takes  to  make  change.  It  takes  ev- 
erybody. 

I  appreciate  your  testimony,  and  thank  you. 
Mr.  Levin  [presiding].  Thank  you,  very  much. 
Just  a  couple  of  brief  comments  and  then  we  are  going  to  recess 
until  2  p.m. 

I  have  just  caught  pieces  of  the  hearing.  I  am  sure  my  colleagues 
who  were  not  able  to  be  here  at  all  regret  it.  It  turned  out  to  be  an 
unusually  punctuated  morning.  I  think  because  of  the  level  of  in- 
terest on  this  issue  that  is  just  burgeoning  with  every  week,  every- 
body's testimony  here  will  be  read  carefully  within  offices. 

I  would  have  a  couple  of  comments.  As  Dr.  England,  you  and  I 
have  discussed  informally,  I  think  one  of  the  challenges  before  your 
group,  your  coalition,  is  to  take  the  notion  of  organized  systems  on 
a  more  limited  number  and  translate  it  from  theory  to  reality. 
How  you  organize  so  that  there  will  be  a  limited  number  of  orga- 
nized systems  is  a  major  challenge  in  this  country.  And  I  myself, 
don't  quite  see  how  one  gets  there. 

I  think  the  notion  of  much  more  organized  medicine  is  very  ap- 
pealing. Having  within  it,  some  leeway  for  choice,  but  how  you 
really  move  from  the  present  hodge-podge  to  a  model  of  a  limited 
number  of  organized  systems,  I  think  is  a  very  difficult  leap. 

And  let  me,  if  I  might,  say  just  a  quick  word  to  the  two  distin- 
guished representatives  of  the  coalition  who  are  both  from  larger 
corporations.  You  heard  it  from  Mrs.  Johnson  and  you  will  hear  it 
from  others.  That  you  are  big  corporations  and  you  don't  really 
speak  for  smaller  corporations  or  smaller  companies,  and  you  can't 
expect  that  what  might  be  good  for  you  would  be  good  for  the 
smaller  business  world. 

There  is  a  lot  of  truth  in  that.  But  I  hope  that  won't  cause  you  to 
shy  away  from  stepping  up  to  the  issue  of  what  kind  of  a  compre- 
hensive solution  you  propose. 

I  think  this  has  tended  to  put  you  on  the  defensive  and  the  man- 
date issue,  for  example.  People  say  you  are  being  selfish,  you  are 
already  covering  employees  and  if  you  go  for  a  play-or-pay  ap- 
proach what  you  are  really  doing  is  simply  pointing  to  somebody 
else  and  saying,  you  pick  up  the  burden. 

Don't  be  too  defensive  about  that.  It  is  a  problem  but  after  all 
the  larger  corporations  in  most  cases  are  providing  health  care. 
And  you  are  providing  it  twice  or  three  times  as  you  know,  not 
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only  often  through  collective  bargaining  agreements  with  your  own 
employees  but  for  all  the  emergency  wards  that  take  care  of  the 
uninsured  including  those  who  work  for  smaller  businesses. 

So  I  think  that  if  you  are  scared  off  from  any  kind  of  a  compre- 
hensive resolution  or  approach  to  this,  all  your  work  is  going  to 
tend  to  reach  a  dead-end  in  the  minds  of  people  here.  And  I  think 
you  have  to  help  us  step  up  to  the  issue.  If  we  are  not  going  to 
have  a  single-payer  system,  we  are  not  going  to  mandate  anything, 
then  what  do  we  do? 

What  you  end  up  with,  I  think  in  most  cases  is  a  few  ilourishes 
on  the  status  quo  and  I  just  say  to  you,  whatever  the  divisions  are 
here,  surely  on  my  side  of  the  aisle,  but  I  think  that  is  also  some- 
what true  on  the  other,  that  won't  suffice. 

So  I  think  you  in  the  business  world  have  a  key  leadership  role 
to  play  here  and  I  hope  that  you  won't  be  frightened  off  stepping 
up  to  homeplate  and  taking  a  number  of  swings  at  the  ball. 

I  don't  expect  you  to  comment  on  that  but  I  deeply  feel  that. 
Don't  be  afraid  there  may  be  some  divisions  in  ranks,  you  know, 
because  this  is  not  going  to  be  solved  without  divisions  existing  in 
everybody'  ranks.  It  is  too  complicated  and  too  urgent.  You  don't 
need  to  comment.  We  will  talk  further.  This  is  not  just  beginning 
but  it  is  far  from  the  end. 

So  with  that,  we  stand  in  recess  until  2  p.m. 

[Whereupon,  12:56  p.m.,  the  subcommittee  recessed,  to  reconvene 
at  2  p.m.] 

AFTERNOON  SESSION 

Chairman  Stark.  Because  our  last  witness,  saving  the  best  for 
last,  is  so  well  known,  I  can  proceed  to  introduce  him  because  the 
rest  of  the  members  know  his  reputation  and  I  am  sure  his  audi- 
ence does.  Dr.  Bob  Reischauer  is  the  Director  of  the  Congressional 
Budget  Office  and  we  are  pleased  to  have  him  here  to  testify,  I  sus- 
pect, on  how  much  money  we  can  save  with  some  of  the  options 
that  are  before  us  and  some  of  the  problems  that  we  face  in  trying 
to  contain  costs  in  the  Medicare  system. 

Welcome  to  the  committee.  Your  prepared  testimony  will  appear 
in  its  entirety  in  the  record.  Please  enlighten  us  further  in  any 
way  that  you  are  comfortable. 

STATEMENT  OF  ROBERT  D.  REISCHAUER,  PH.D.,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Reischauer.  Thank  you,  Mr.  Chairman. 

I  will  briefly  discuss  what  we  know  about  the  effectiveness  of 
various  strategies  that  are  available  to  control  health  care  costs 
and  I  will  also  say  a  few  words  about  some  of  the  factors  that  CBO 
considers  when  it  prepares  its  estimates  of  savings  that  might  be 
associated  with  specific  cost  containment  proposals  that  are  con- 
tained in  legislation  before  the  Congress. 

There  are  six  broad  strategies  or  approaches  that  might  be  pur- 
sued to  curb  the  rapid  growth  of  health  care  spending  in  the 
United  States.  The  first  of  these — one  which  has  been  discussed  but 
not  really  carried  out — involves  increased  cost  sharing.  Presum- 
ably, if  consumers  had  to  pay  a  larger  fraction  of  the  costs  of  care 
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they  receive  out-of-pocket  at  the  time  the  services  are  delivered, 
they  would  limit  their  consumption,  or  at  least  seek  out  low-cost 
providers  to  a  greater  extent  than  they  do  currently. 

Evidence  from  the  health  insurance  experiments  suggests  that 
spending  on  health  would  decline  by  only  a  relatively  small 
amount  even  if  we  increased  the  out-of-pocket  share  considerably, 
however.  Specifically,  if  we  were  able  to  increase  cost  sharing  by  10 
percentage  points  for  those  with  private  indemnity  health  care  in- 
surance, national  spending  on  health  would  fall  by  only  1  to  2  per- 
centage points.  This  result  has  more  academic  than  practical  sig- 
nificance because  the  out-of-pocket  share  has  been  declining  his- 
torically in  the  United  States  and  also  because,  while  that  share 
has  fallen  to  23.5  percent,  it  is  still  a  good  deal  higher  than  that  of 
almost  all  other  industrialized  countries  around  the  world. 

Managed  care  or  controls  on  use  represent  a  second  strategy  for 
controlling  costs.  Such  approaches  attempt  to  ferret  out  unneces- 
sary and  inappropriate  care  by  reviewing  and  intervening  in  the 
decision  to  provide  various  services.  Such  approaches  also  encom- 
pass policies  that  require  or  provide  incentives  for  patients  to  use 
specific  providers  that  are  less  expensive  or  thought  to  be  more  ef- 
ficient. Managed  care  can  be  provided  through  health  maintenance 
organizations,  HMOs,  preferred  provider  organizations,  PPOs,  or  in 
conjunction  with  traditional  insurance  plans. 

This  approach  has  the  potential  to  reduce  health  care  spending 
somewhat,  although  the  research  evidence  suggests  that  the  full 
potential  is  realized  only  in  staff  or  integrated  HMO  settings.  How- 
ever, even  in  these  settings,  the  savings  seem  to  be  achieved 
through  a  one-time  reduction  in  spending  rather  than  from  a  last- 
ing slowdown  in  the  rate  of  spending  over  a  number  of  years. 

Moreover,  it  is  worth  noting  that  the  savings  achieved  from  the 
group  that  is  subjected  to  managed  care  constraints  may  not  lead 
to  much  of  a  reduction  in  total  expenditures,  because  providers 
expand  services  or  raise  prices  for  other  groups  who  are  not  under 
the  managed  care  regime.  Furthermore,  I  should  note  that  there 
are  substantial  administrative  costs  associated  with  managed  care 
which  can  offset  some  of  the  savings  that  might  result  when  you 
succeed  in  reducing  the  number  of  services. 

Chairman  Stark.  Excuse  me.  How  do  HMOs  get  a  one-time  re- 
duction? Let  me  just  follow  that  through.  Can  you  elaborate  on 
that? 

Mr.  Reischauer.  If,  for  example,  if  5  percent  of  the  services  re- 
ceived by  a  group  are  in  some  sense  inappropriate  and  the  HMO 
were  successful  at  eliminating  that  much,  that  would  be  a  one-time 
drop  but  it  would  say  nothing  about  the  rate  

Chairman  Stark.  Everybody  under  40  gets  a  treadmill  test  every 
year  in  the  fee-for-service.  You  join  Kaiser  and  they  do  not  do  that. 
That  is  the  one-time  savings.  But  then  from  then  on  

Mr.  Reischauer.  It  does  not  really  affect  the  rate  of  growth 
unless  you  thought  the  percentage  of  inappropriate  care  was  grow- 
ing over  time.  And  I  think  we  do  not  have  a  lot  of  evidence  that 
that  is  the  case. 

Chairman  Stark.  OK,  thank  you. 

Mr.  Reischauer.  Price  controls  represent  a  third  strategy  for 
controlling  costs,  one  that  has  been  imposed  several  times  in  the 
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recent  past.  The  evidence  from  this  experience  is  that  the  effective- 
ness of  price  controls  can  be  undermined  in  several  ways. 

For  example,  when  prices  are  reduced  across  the  board,  more 
services  tend  to  be  provided  and  billing  practices  are  changed. 
When  price  controls  are  placed  on  one  type  of  service,  providers 
substitute  other  services  for  the  controlled  one.  And  when  price 
controls  are  established  for  a  specific  group,  that  group  may  find 
its  access  to  care  reduced  while  other  groups  may  be  faced  with 
higher  prices.  The  bottom  line  is  that,  to  be  truly  effective,  price 
controls  have  to  be  extended  across  the  entire  system  and  must  be 
combined  with  systematic  monitoring  of  all  providers  to  prevent 
the  volume  of  services  from  rising. 

Competition  represents  a  fourth  strategy  for  controlling  costs. 
Over  the  past  few  decades,  there  has  been  a  substantial  increase  in 
competition,  both  among  insurers  and  among  providers.  HMOs 
have  flourished  to  compete  with  traditional  insurers.  Many  employ- 
ees have  been  offered  a  choice  of  several  insurance  packages.  The 
number  of  physicians  per  capita  has  grown  very  substantially.  Phy- 
sicians are  now  less  able  to  control  competition  from  other  provid- 
ers, and  advertising  by  physicians,  hospitals,  dentists,  and  other 
health  providers  has  become  an  accepted  practice. 

But  all  of  this  greater  competition  does  not  seem  to  have  led  to 
significantly  lower  spending.  Instead  it  has  generated  greater  prod- 
uct differentiation  and  more  choices  for  the  consumer.  In  other 
words,  consumer  welfare  has  probably  been  increased  without  af- 
fecting the  pace  at  which  costs  have  grown. 

A  fifth  approach  to  cost  control  is  the  regulation  of  capital  in- 
vestment as  was  tried  in  the  certificate-of-need  era  that  spanned 
the  period  from  the  late  1970s  through  the  mid-1980s.  Evaluations 
of  these  efforts  suggest  that  they  were  relatively  ineffective,  at 
least  in  the  form  that  they  were  carried  out. 

The  governments  of  some  other  countries  have  been  more  suc- 
cessful at  controlling  capital  acquisition  in  the  hospital  sector 
through  the  use  of  systematic  planning  and  through  tough  regional 
or  national  limits  on  capital  expenditures.  These  more  severe  re- 
strictions on  capital  acquisition  have  kept  costs  down  but  have  also 
limited  the  diffusion  of  and  access  to  new  technologies  and  treat- 
ments. 

The  final  and  most  drastic  approach  to  cost  control  involves  im- 
posing controls  on  expenditure  levels  through  prospective  spending 
limits.  One  form  that  such  controls  might  take  is  global  budgeting 
in  which  the  Government  fixes  the  total  operating  budgets  for  hos- 
pitals in  advance.  Alternatively,  expenditure  caps  might  be  set  by 
the  Government  to  control  the  spending  levels  firmly  for  physician 
services  in  a  particular  geographic  area.  A  third  variant  is  expendi- 
ture targets,  which  would  trigger  penalties  if  they  were  exceeded. 

Medicare's  "volume  performance"  standards  for  physicians  are  a 
type  of  expenditure  target.  While  expenditure  controls  such  as 
these  have  the  greatest  potential  for  limiting  the  level  and  rate  of 
growth  of  health  care  spending,  they  also  run  the  greatest  risk  of 
adversely  affecting  quality  and  the  access  to  care. 

Let  me  switch  gears  a  bit  now  and  say  a  few  words  about  some  of 
the  factors  that  go  into  CBOs  determination  of  whether  the  cost 
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control  provisions  in  a  particular  piece  of  legislation  would  success- 
fully restrain  the  growth  of  national  or  Federal  health  spending. 

First,  I  want  to  point  out  that  our  estimates  are  based  on  an  ob- 
jective evaluation  of  the  research  evidence  concerning  the  effective- 
ness of  past  efforts  to  control  costs.  My  prepared  statement  con- 
tains a  number  of  examples  of  the  types  of  savings  that  we  would 
estimate  from  particular  proposals.  But  I  want  to  make  it  clear 
that  we  do  not  speculate  about  how  fundamental  policy  changes 
might  alter  the  entire  behavioral  environment.  In  other  words,  we 
are  really  traditionalists  here.  We  are  not  going  out  on  a  limb  and 
saying  that,  if  you  do  A,  B,  and  C,  institutions,  mankind,  will 
change  drastically.  It  could  be  true,  but  we  are  not  going  to  offer 
the  Congress  a  pig  in  a  poke  in  our  cost  estimates. 

Second,  for  CBO  to  include  savings  in  its  cost  estimates,  the 
option  must  be  specific  and  must  require  specific  actions  rather 
than  rely  solely  on  the  encouragement  of  voluntary  efforts  by  the 
private  sector.  We  have  concluded  that  the  proposals  that  do  not 
have  strong  incentives  or  penalties  are  likely  to  have  little  effect. 

Third,  CBO  will  always  factor  into  its  cost  estimates  the  likely 
behavioral  response  of  providers  and  beneficiaries  that  could  un- 
dermine the  effectiveness  of  the  cost  control  measure.  For  example, 
experience  suggests  that  providers  will  increase  volume  where 
price  restrictions  are  imposed  in  order  to  recover  lost  revenues. 
This  response  will  occur  regardless  of  whether  the  price  controls 
are  imposed  on  all  or  part  of  the  system.  Similarly,  providers  will 
increase  prices  in  order  to  recover  revenues  lost  when  there  is 
more  stringent  monitoring  of  use,  and  this  will  occur  regardless  of 
whether  the  monitoring  is  applied  to  all  or  part  of  the  system. 

Fourth,  CBOs  cost  estimates  reflect  the  view  that  while  policies 
that  affect  only  one  segment  of  the  market  might  be  effective  in 
reducing  spending  for  that  segment,  they  will  not  lower  overall  na- 
tional health  spending  very  much.  The  corollary  to  this  is  that  poli- 
cies that  extend  to  all  consumers,  payers,  and  providers  generally 
will  produce  a  greater  impact  on  total  national  health  care  spend- 
ing. 

Fifth,  CBO  believes  that  policies  that  reduce  the  number  of 
payers  and  set  uniform  prices  have  the  potential  for  reducing  ad- 
ministrative costs  significantly.  However,  if  supplementary  medi- 
gap-type  insurance,  balance  billing,  or  the  other  complexities  of  our 
current  environment  were  allowed  to  persist,  much  of  these  savings 
could  be  dissipated. 

Finally,  let  me  note  the  obvious:  CBO's  cost  estimates  of  propos- 
als that  would  dramatically  restructure  the  health  care  system  are 
considerably  more  uncertain  than  estimates  of  policies  that  would 
require  only  modest  adjustments  to  the  current  arrangements.  This 
obviously  cannot  be  told  from  the  simple  two-  or  three-page  cost  es- 
timate that  we  provide  you  because  we  do  not  give  you  a  range  of 
certitude. 

Let  me  conclude  by  noting  that  gaining  greater  control  over 
health  spending  is  not  going  to  be  easy.  Successful  efforts  are  likely 
to  require  a  combination  of  strategies  carried  out  in  a  coordinated 
fashion  and  applied  more  or  less  uniformly  to  all  payers,  consum- 
ers, and  providers. 


107 


Such  an  approach  would  represent  a  significant  change  in  our 
current  system,  a  change  that  would  entail  sacrificing  some  of  the 
desired  and  laudable  aspects  of  the  U.S.  system.  Whether  that 
tradeoff  is  worthwhile  is  a  judgment  that  political  leaders  such  as 
yourselves  will  have  to  make,  not  analysts  on  this  side  of  the  table. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  ROBERT  D.  REISCHAUER,  DIRECTOR 
CONGRESSIONAL  BUDGET  OFFICE 

Mr,  Chairman,  I  appreciate  the  opportunity  to  appear  before  this 
Subcommittee  to  discuss  the  effectiveness  of  various  strategies  to  control 
health  care  costs,  as  well  as  the  Congressional  Budget  Office's  (CBO's) 
methods  for  estimating  the  savings  associated  with  cost  containment  provisions 
in  health  legislation. 

Unlike  most  other  countries,  which  have  chosen  to  control  their  health 
care  sectors  through  stringent  regulation,  the  United  States  has  relied 
primarily  on  market  forces.  The  result  has  been  a  system  capable  of 
delivering  the  highest  quality  medical  care,  but  with  essentially  no  control  over 
the  cost  of  that  care.  As  a  result,  in  1989,  we  devoted  11.8  percent  of  our 
gross  domestic  product  (GDP)  to  health  care,  compared  with  8.7  percent  in 
Canada,  8.2  percent  in  the  former  West  Germany,  6.7  percent  in  Japan,  and 
5.8  percent  in  the  United  Kingdom.  Further,  the  difference  between  the 
United  States  and  other  countries'  spending  on  health  care  as  a  share  of  GDP 
has  increased  dramatically  since  1965. 

The  extremely  rapid  growth  in  health  spending  also  has  significant 
implications  for  the  federal  budget.  In  1980,  10.5  percent  of  the  federal 
budget  went  to  health  care;  CEO  projects  that  this  share  will  rise  to  nearly  20 
percent  by  1996. 


THE  HEALTH  SECTOR  

Market  forces  have  been  relatively  ineffectual  at  controlling  the  costs  of 
health  care  because  most  consumers  are  covered  by  either  private  or  pubUc 
health  insurance  and  so  have  little  incentive  to  limit  the  quantity  or  quality  of 
their  medical  care.  Although  consumers  partially  pay  for  their  health  services 
through  insurance  premiums,  taxes,  and  lower  wages,  their  decision  to  use  a 
specific  health  service  is  influenced  by  the  direct  out-of-pocket  cost  for  that 
additional  service.  The  proportion  of  costs  paid  out  of  pocket  has  declined, 
however-from  39  percent  in  1970  to  about  24  percent  in  1989~thus 
encouraging  increased  use  of  services.  In  addition,  the  complexity  and  rapidly 
changing  technology  of  medical  services,  as  well  as  uncertainty  about  the 
efficacy  of  treatment,  have  led  consumers  to  delegate  much  decisionmaking 
to  physicians.  Physicians,  in  this  role,  may  feel  a  social  responsibility  to 
provide  the  best  possible  care  regardless  of  its  cost,  even  when  the  benefits 
of  specific  treatments  are  marginal. 

As  a  result  of  the  delegation  of  decisionmaking  by  consumers  and  their 
insensitivity  to  the  cost  of  care,  physicians  can  strongly  influence  the  amoimt 
of  health  care  services  that  are  used.  Thus,  when  prices  of  medical  services 
have  been  constrained,  physicians  have  consciously  or  unconsciously  been  able 
to  offset  the  potential  reductions  in  their  incomes  by  providing  more  services. 
The  experience  under  Medicare  indicates  that,  when  price  increases  have 
been  held  down,  the  volume  of  services  has  increased  sufficiently  to  offset 
about  half  of  the  potential  reduction  in  spending  that  would  otherwise  have 
resulted  from  the  price  limitations. 

Technological  change  has  also  contributed  to  the  increase  in  real 
health  care  spending  that  has  occurred  over  the  past  two  decades.  The 
present  financing  system  for  health  care  encourages  rapid  dissemination  of 
new  technologies-access  is  available  quickly  for  those  with  insurance  or  who 
can  afford  to  pay  directly~but  excess  capacity  can  easily  develop.  Excess 
capacity  can  then  lead  to  overuse  of  these  technologies,  resulting  in  higher 
costs  and  the  potential  for  harm  to  patients  because  of  side  effects  or  other 
complications  associated  with  medical  interventions. 
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Institutional  aspects  of  the  American  health  system  are  another  source 
of  rising  health  costs.  For  example,  although  medical  malpractice  premiums 
accounted  for  only  about  $5  billion~or  0.9  percent  of  all  spending  for  health-- 
in  1988,  the  malpractice  climate  may  affect  patterns  of  practice  in  ways  that 
indirectly  raise  costs.  There  is  particular  concern  that  physicians  may  require 
an  excessive  number  of  tests  in  the  face  of  potential  Uability  lawsuits  and  in 
the  absence  of  agreed-upon  practice  guidelines.  Also,  administrative  expenses 
account  for  a  high  and  growing  proportion  of  the  costs  of  health  care  in  the 
United  States,  because  the  multiple-payer  system  requires  tracking  eligibility, 
marketing,  assessing  risks,  monitoring  individual  patient  encounters,  and  using 
a  different  set  of  prices  for  each  payer.  In  1987,  the  administrative  costs  of 
private  insurers  and  public  programs  were  $23.9  billion,  or  4.9  percent  of 
spending  in  the  United  States,  compared  with  2.5  percent  in  Canada  and  2.6 
percent  in  the  United  Kingdom,  Furthermore,  estimates  indicate  that 
American  providers  may  have  incurred  almost  $100  billion  for  administration 
in  that  year. 

Some  specific  aspects  of  the  health  system  that  contribute  to  higher 
per  capita  costs  in  the  United  States  than  in  other  industrialized  countries  are 
desirable,  however.  For  example,  we  value  speed  and  accuracy  of  diagnosis 
and  a  short  length  of  time  between  diagnosis  and  treatment.  We  also  devote 
significant  resources  to  basic  medical  research  that  yields  improvements  in 
diagnosis  and  treatment.  In  addition,  the  current  financing  system  permits 
new  technologies  to  be  introduced  rapidly,  extending  the  benefits  of  research 
to  the  insured  population  quickly.  Successfully  controlling  the  rate  of  growth 
in  health  spending  would,  almost  certainly,  adversely  affect  some  or  all  of 
these  features  of  the  health  system. 


CONTROLLING  HEALTH  CARE  COSTS  

Many  strategies  for  controlling  health  care  costs  have  been  developed  and 
carried  out  during  the  past  two  decades,  especially  during  the  1980s.  The 
variety  of  approaches  adopted  reflects  the  complexity  of  controlling  costs  in 
a  diverse  and  uncoordinated  health  system  such  as  we  have  in  the  United 
States. 

CQSt  Sharing 

Although  cost  sharing  by  consumers  has  often  been  discussed  as  a  potentially 
effective  strategy  for  controlling  health  care  costs,  out-of-pocket  spending  for 
health  care  actually  declined  to  below  24  percent  of  total  costs  by  1989.  Even 
so,  the  United  States  remains  significantly  different  from  most  other  countries. 
For  example,  out-of-pocket  costs  were  7  percent  in  the  former  West  Germany 
in  1985  and  3  percent  in  the  United  Kingdom  in  1987. 

Evidence  from  studies  of  the  effect  of  cost  sharing  on  spending  for 
health  services  suggests  that,  if  out-of-pocket  costs  were  raised,  use  of  services 
and  total  health  spending  would  decline,  although  by  a  relatively  small 
amount.  Such  a  reduction  in  spending  would  probably  have  more  impact  on 
low-income  people  than  on  others. 

Managed  Care/Controls  on  Use 

Because  a  substantial  proportion  of  the  health  services  provided  to  consumers 
are  unnecessary  or  inappropriate-30  percent  or  more  of  certain  procedures- 
managed  care  and  other  controls  on  use  have  been  widely  advocated  in  the 
United  States  since  the  early  1970s  as  a  strategy  for  controlling  costs. 
Managed  care  is  provided  through  health  maintenance  organizations  (HMOs) 
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and  preferred  provider  organizations,  which  combine  both  insurance  and 
delivery  systems.  They  review  and  intervene  in  decisions  about  heahh  services 
in  order  to  provide  care  more  efficiently,  and  require  or  provide  incentives  for 
patients  to  use  only  their  network  of  providers.  In  contrast,  controls  on  use 
may  be  applied  by  traditional  insurance  plans  without  any  limitations  on  the 
patient's  choice  of  providers. 

Both  approaches  have  the  potential  to  reduce  health  care  spending, 
although  their  effectiveness  varies  depending  on  the  strength  of  the  controls 
employed.  Moreover,  the  evidence  on  HMOs  suggests  that  they  achieve  lower 
spending  through  a  one-time  reduction;  the  rate  of  increase  in  spending  over 
time  is  apparently  not  affected. 

Effective  managed  care  or  controls  on  use  for  one  group  of  patients 
does  not  necessarily  reduce  total  expenditures  for  all  patients,  however, 
because  our  fragmented  system  of  financing  makes  it  possible  for  providers 
to  expand  services  and  raise  prices  for  other  groups  of  patients.  The 
substantial  administrative  costs  of  managed  care  also  offset  some  of  the 
savings  from  using  fewer  services. 

In  contrast  to  the  United  States,  many  other  industrialized  coimtries 
monitor  and  review  physicians,  rather  than  individual  patients  and  procedures. 
This  process  is  applied  uniformly  and  comprehensively  to  all  physicians  in 
order  to  identify  those  whose  service  patterns  deviate  from  those  of  their 
peers.  When  indicators  such  as  referral  patterns,  numbers  of  procedures  and 
tests  performed,  and  numbers  of  repeat  visits  deviate  from  the  norm, 
committees  that  monitor  regional  health  systems  review  these  physicians  and, 
if  warranted,  penalize  them. 

Price  controls  on  medical  care  have  been  imposed  several  times  in  the  United 
States.  Overall,  the  evidence  from  the  experience  with  public  programs 
suggests  that  more  services  are  provided  and  billing  practices  change  when 
prices  are  reduced  across  the  board;  price  controls  on  one  type  of  service 
create  incentives  for  providers  to  substitute  other  services  for  the  controlled 
one;  price  controls  established  for  a  specific  population  group  may  result  in 
higher  prices  being  charged  to  other  groups  in  the  population;  and,  when 
prices  are  controlled  for  only  some  groups,  they  may  have  less  access  to  care, 
as  has  been  the  case  with  Medicaid  participants.  Thus,  unless  price  controls 
are  extended  to  the  entire  health  care  system  and  combined  with  systematic 
monitoring  and  review  of  all  providers  to  prevent  the  volume  of  services  from 
rising,  their  potential  to  solve  the  problem  of  health  care  costs  is  limited. 

Price  controls  have  also  been  implemented  through  state  all-payer 
hospital  rate-setting  programs,  which  have  been  used  in  Maryland, 
Massachusetts,  New  Jersey,  and  New  York  during  various  parts  of  the  past 
two  decades.  Under  these  programs,  the  states  established  the  reimbursement 
methodology  and  the  actual  rates  that  hospitals  were  paid.  Payments  to 
hospitals  were  then  based  on  those  rates,  with  all  hospitals  receiving  uniform 
payments  for  specific  services.  Evaluations  of  these  systems  find  that  they 
initially  lowered  costs  by  from  2  percent  to  13  percent,  and  that  they  cut  the 
rate  of  growth  in  hospital  spending  substantially  below  what  would  be 
expected  without  all-payer  systems. 

Cpmpgtitioq 

Competition  among  insurers  and  providers  has  increased  over  the  past 
decade.   The  number  of  HMOs  which  directly  compete  with  traditional 
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insurers  has  grown,  and  many  employees  are  offered  a  choice  among  several 
insurance  packages-sometimes  with  financial  incentives  to  choose  lower-cost, 
more  efficient  plans.  The  number  of  physicians  compared  with  the  population 
has  grown,  and  physicians  are  now  less  able  to  control  competition  from  other 
providers  who  perform  services  that  overlap  with  those  of  physicians-and  who 
generally  charge  lower  prices  than  physicians  for  these  services.  Advertising 
by  physicians,  hospitals,  dentists,  and  other  providers-which  was  prohibited 
by  medical  ethics  and  state  regulations  in  the  past~has  now  become  an 
accepted  practice. 

Some  research  suggests,  however,  that  this  greater  competition  has  led 
to  product  differentiation  and  higher  costs  in  the  health  care  market,  rather 
than  to  lower  prices  and  greater  efficiency.  Increased  competition  appears  to 
have  made  consumers  better  off  by  giving  them  more  choices,  but  it  has  had 
little  effect  on  spending. 

Regwlatipn  pf  Capital  Invgstmgnt 

The  Health  Planning  and  Resource  Development  Act  of  1974  required  that 
all  states  receiving  federal  health  resources  enact  certificate-of-need  (CON) 
laws  that  provided  for  state  review  and  approval  of  capital  investments 
planned  by  health  care  institutions.  By  1980,  all  states  except  Louisiana  had 
enacted  CON  laws.  Subsequent  research  on  their  effectiveness  consistently 
found  that  they  did  not  restrain  hospital  spending  and,  in  1986,  CON 
requirements  for  states  to  receive  federal  funds  were  dropped.  Those  who 
advocate  health  planning  and  CON  requirements  suggest,  however,  that  in 
most  states  CON  was  not  applied  in  a  systematic  way  that  was  consistent  with 
cost-consciousness  and  the  orderly  adoption  of  new  technologies. 

The  governments  of  some  other  countries  control  the  capital 
acquisitions  of  hospitals.  In  Canada  and  the  former  West  Germany,  for 
example,  hospitals  apply  to  the  regional  government  for  capital  expenditures 
and  the  regional  government  provides  funding  only  for  approved  investments. 
In  Great  Britain,  the  central  government  determines  the  national  budget  for 
capital  costs,  and  decisions  about  capital  acquisition  are  made  at  varying 
geographic  levels  depending  on  the  type  of  expenditure.  These  restrictions  on 
capital  acquisition,  which  keep  costs  down  but  also  tend  to  limit  access  to  new 
technologies  and  treatments,  appear  to  have  led  to  a  lower  rate  of 
technological  diffusion  than  in  the  United  States. 

Controls  on  Expenditure  Levels 

Another  regulatory  mechanism  for  controlling  health  care  costs  is  to  set 
prospective  limits  on  spending.  One  way  would  be  through  global  budgeting, 
imder  which  the  government  sets  the  operating  budgets  in  advance  for  specific 
providers-most  commonly  hospitals.  Another  would  be  caps  on  expenditures, 
under  which  the  government  sets  a  fixed  budget  that  absolutely  controls 
spending  levels.  Or  expenditure  targets  could  trigger  penalties  if  they  were 
exceeded. 

Medicare's  "volume  performance  standards"  for  physicians,  put  into 
effect  beginning  in  1990,  is  the  first  attempt  to  use  expenditure  targets  in  the 
United  States.  Some  other  industrialized  coimtries  do  more-they  combine 
expenditure  targets  for  physicians'  services  with  ongoing  monitoring  of  the 
practice  patterns  of  individual  physicians,  in  order  to  reduce  the  potential  for 
some  physicians  to  increase  their  incomes  at  the  expense  of  others.  This 
combined  approach,  global  budgeting,  and  absolute  caps  have  a  greater 
potential  to  limit  the  level  and  rate  of  growth  of  health  care  spending  than  do 
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other  methods  of  controlling  health  care  costs.  Depending  on  how  tightly  the 
limits  were  set,  however,  they  could  adversely  affect  quality  or  access  to  care. 

Pptgntial  XQ  Comrgl  HgaHh  Spending 

Achieving  control  over  costs  in  the  United  States  is  more  difficult  than  in 
other  countries  that  have  coordinated  health  care  policies-applied  to  either 
a  multiple-payer  or  single-payer  system-or  centralized  health  care  systems. 
Strategies  to  control  health  care  costs  carried  out  in  the  1980s  appear  to  have 
had  Uttle  impact  on  growth  in  total  health  spending.  The  average  annual  rate 
of  increase  in  real  health  spending  per  person  was  4.3  percent  between  1980 
and  1985  and  4.6  percent  between  1985  and  1989. 

Voluntary  cost  containment  policies,  policies  that  rely  on  incentives  for 
this  market  to  become  more  competitive,  or  policies  that  apply  only  to 
some-rather  than  all-consumers,  providers,  and  payers  in  the  market  are 
unlikely  to  reduce  overall  spending  on  health  care  significantly.  Greater 
control  over  health  spending  than  has  been  observed  to  date  would  require 
that  a  combination  of  strategies  be  carried  out  concurrently  and  that  policies 
be  applied  uniformly  to  all  payers,  consumers,  and  providers.  Without  a 
coordinated,  uniform  approach  to  cost  containment,  we  are  unlikely  to  be 
successful. 

To  change  the  present  system,  however,  we  would  have  to  make  some 
concessions.  Successful  control  over  health  care  spending  would  probably 
mean  less  spending  on  research  and  development,  longer  waiting  times  for  use 
of  new  technologies,  and  limits  on  our  existing  choices  of  providers,  health 
care  coverage,  and  alternatives  for  treatment.  Whether  these  trade-offs  would 
be  desirable  depends  on  the  priority  the  nation  places  on  controlling  costs  as 
against  maintaining  other  characteristics  of  the  current  health  care  system. 


ESTIMATING  THE  EFFECTS  OF  COST  CONTROL 
PROVISIONS  ON  NATIONAL  AND  FEDERAL 

EXPENDITURES  FOR  HEALTH  

The  Congressional  Budget  Office  has  responsibility  for  preparing  cost 
estimates  for  bills  reported  by  Congressional  committees.  We  also  prepare 
cost  estimates,  at  the  request  of  committees,  for  use  in  earlier  stages  of  the 
legislative  process.  These  estimates  show  how  legislative  proposals  would 
affect  federal  spending  over  the  next  five  years. 

The  Subcommittee  has  asked  me  to  discuss  the  types  of  cost 
containment  provisions  that  CBO  would  judge  to  be  successful  in  restraining 
the  growth  in  health  care  expenditures  and  would,  therefore,  score  as 
generating  savings  in  its  cost  estimates.  In  order  to  give  you  an  understanding 
of  CBO's  methods,  let  me  describe  several  options  for  controlling  health  care 
costs  and  the  issues  that  these  options  raise  for  cost  estimating.  When 
possible,  I  will  also  indicate  the  magnitude  of  the  potential  reduction  in 
national  health  expenditures  that  might  be  estimated  for  each  proposal.  This 
discussion  is  intended  to  be  illustrative  only,  since  the  specific  legislative 
language  would  have  a  considerable  effect  on  the  estimated  savings.  As  a 
general  rule,  the  options  must  be  specific  and  must  require  explicit  actions, 
rather  than  relying  solely  on  the  encouragement  of  voluntary  efforts  by  the 
private  sector,  for  CBO  to  include  savings  in  its  cost  estimates. 
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Increased  Cost-Sharing  for  Health  Services 

Strategies  that  would  raise  consumers'  out-of-pocket  costs  of  health  care  are 
predicated  on  the  assumption  that  consumers  would  become  more  cost- 
conscious  if  they  paid  more.  In  other  words,  they  would  be  more  Ukely  to 
consider  whether  the  value  of  an  additional  visit  to  the  doctor  was  worth  the 
extra  cost  or  would  seek  out  providers  who  were  more  economical  or  charged 
less. 

Cost-sharing  for  health  services  could  be  increased  by  mandating 
minimum  cost-sharing  requirements  for  private  insurance,  eliminating  dual 
insurance  coverage  that  offsets  cost-sharing  requirements  of  individual 
policies,  and  prohibiting  the  use  of  flexible  spending  accounts  to  pay 
deductible  amounts  and  coinsurance  requirements.  For  example,  if  the 
mandated  cost-sharing  was  set  at  a  level  that  increased  out-of-pocket  costs  for 
the  population  with  private  indemnity  health  insurance  from  25  percent  to  35 
percent  in  1989,  then  personal  health  spending  would  have  been  reduced  by 
about  $9  billion  in  that  year  and  national  health  expenditures  would  have 
been  about  1  percent  to  2  percent  lower.  This  effect  would  be  relatively  small 
because  consumers  are  not  very  sensitive  to  changes  in  their  out-of-pocket 
costs,  in  part  because  they  are  not  knowledgeable  about  alternative  treatments 
and  their  efficacy  and,  therefore,  they  delegate  decisionmaking  to  physicians 
and  other  providers. 

Expanded  Controls  on  Use  of  Services 

Managed  care  and  controls  on  use  can  reduce  inappropriate  or  urmecessary 
health  care.  Overall,  however,  the  evidence  on  their  effectiveness-other  than 
through  fully  integrated  HMOs  with  their  own  delivery  systems-suggests  that 
substantial  savings  could  not  be  achieved  by  extending  them  to  more  people. 
Some  reduction  could  occur,  however,  if  expanded  controls  on  the  use  of 
services  were  concentrated  on  populations  with  above  average  hospital  use. 

For  example,  if  all  private  insurers  were  required  to  include  specific 
controls  on  use  in  their  policies,  national  health  spending  would  be  about  1 
percent  to  2  percent  lower.  The  exact  impact  would  depend  on  the  stringency 
of  the  required  controls  and  on  the  previous  level  of  hospital  use  of  the 
affected  population. 

A  different  legislative  approach  might  provide  federal  financial 
incentives  to  expand  eiu-ollment  in  HMOs.  Encouraging  behavior,  however, 
would  not  necessarily  elicit  the  desired  growth  and,  because  only  some  types 
of  HMOs  are  effective  at  reducing  use  and  expenditures,  only  a  portion  of  any 
new  enrollees  would  actually  use  fewer  services.  Finally,  the  federal  costs  of 
the  financial  incentives  to  expand  enrollment  in  HMOs  would  offset  some  or 
all  of  the  savings. 

Price  ContrQls 

Price  controls  could  be  effective  in  reducing  both  the  level  and  the  rate  of 
growth  of  spending,  but  their  impact  would  be  substantially  offset  because 
providers  would  increase  the  volume  of  services  (or  change  billing  practices) 
in  order  to  recover  lost  revenues.  In  addition,  price  controls  applied  to  only 
one  segment  of  the  market  would  generally  result  in  higher  spending  in  other 
segments  of  the  market. 

For  example,  if  the  prices  of  physicians*  services  under  the  Medicare 
program  were  reduced  10  percent.  Medicare's  spending  for  these  services 
would  be  reduced  5  percent,  under  CBO's  assumption  that  physicians  would 
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offset  about  half  of  their  potential  revenue  loss  through  increased  Medicare 
volume.  If  providers  attempted  to  keep  their  overall  revenues  constant, 
spending  on  physicians'  services  by  the  non-Medicare  population  could  also 
rise.  As  a  result,  while  Medicare's  spending  for  physicians'  services  would 
decline  5  percent,  the  level  of  national  health  spending  might  not  be 
significantly  affected. 

Alternatively,  government  regulation  could  set  maximum  prices  for 
physicians'  services  that  all  payers  had  to  follow-in  other  words,  insurers 
would  not  be  allowed  to  pay  more  and  physicians  would  not  be  allowed  to  bill 
patients  for  amounts  above  the  regulated  prices.  Under  such  an  all-payer 
system,  providers  could  increase  volume  to  offset  some,  but  probably  not  all, 
of  their  loss  of  revenue.  Administrative  costs  would  decline  somewhat,  since 
providers  would  not  have  to  maintain  and  monitor  many  separate  price 
schedules  and  claim  forms.  In  addition,  the  authority  that  determined  prices 
would  also  control  their  rate  of  increase.  If  rules  were  included  in  the 
legislation  that  would  limit  the  growth  in  prices  to  less  than  the  projected  rate, 
then  price  controls  in  an  all-payer  system  would  probably  generate  lower 
national  health  expenditures  than  would  otherwise  occur. 

For  example,  if  an  all-payer  system,  with  regulated  prices  that  were 
constrained  to  grow  only  at  the  rate  of  general  inflation,  had  been  put  in 
place  in  1985,  personal  health  spending  in  1989  would  have  been  about  $40 
billion  lower  and  national  health  spending  would  have  been  reduced  by  nearly 
7  percent.  This  impact  on  spending  would  have  been  even  greater,  but 
increases  in  volume  would  offset  roughly  half  of  the  maximum  potential 
savings.  Price  controls  carried  out  through  a  single-payer  system  could  reduce 
reimbursements  by  the  same  amount  and  could  also  sharply  cut  administrative 
costs  for  insurers  and  providers.  In  fact,  the  one-time  drop  in  the  cost  of 
administration  could  have  been  as  large  as  $50  billion  in  1989,  if  a  single- 
payer  system  had  been  fully  in  place  that  year  and  if  prices  paid  to  providers 
had  been  reduced  to  reflect  the  lower  administrative  costs  that  they  would 
have  incurred.  Legislation  including  both  price  controls  and  provisions  for 
uniform  monitoring  of  providers'  patterns  of  care  would  have  an  even  greater 
impact  than  price  controls  alone,  since  monitoring  would  reduce  the 
magnitude  of  the  volume  response. 

Expenditure  Limits 

Legislation  that  provided  for  global  prospective  budgets  for  hospitals, 
expenditure  targets  for  physicians,  and  caps  on  overall  spending  within  the 
system  would  involve  major  changes  in  our  existing  health  care  system,  but  it 
could  result  in  substantial  reductions  in  the  rate  of  increase  of  health 
spending.  The  legislation  would,  however,  have  to  include  specific  details  of 
the  mechanisms  for  setting,  updating,  and  enforcing  the  limits. 

For  example,  suppose  legislation  established  prospective  budgets  for 
hospitals,  with  specific  formulas  for  setting  and  updating  them,  and  there  was 
no  leeway  to  increase  the  budget  for  a  hospital  when  overruns  occurred.  In 
that  case,  the  impact  on  national  health  spending  could  be  estimated  as  the 
difference  between  total  spending  under  the  budgets  and  projected  total 
spending  for  hospital  services  in  the  nation,  in  the  absence  of  the  legislation. 
Similarly,  if  legislation  included  provisions  for  setting  expenditure  caps  for 
various  segments  of  the  health  care  sector  and  specified  the  formulas  to 
determine  the  annual  rate  of  increase  in  the  caps,  then  the  savings  could  be 
estimated  by  comparing  the  caps  with  projected  spending  in  their  absence. 

To  illustrate  the  effect  of  an  expenditure  cap  on  national  health 
spending,  we  could  assume  that  legislation  was  put  in  place  beginning  in  1985 
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that  included  a  cap  that  constrained  the  increase  in  total  health  spending  to 
the  rate  of  general  inflation.  If  enforced,  national  health  spending  would  have 
been  only  $463  billion  in  1989,  or  about  23  percent  lower  than  the  $604 
billion  that  was  actually  spent  that  year.  If  instead,  the  cap  constrained  the 
rate  of  increase  to  8  percent  a  year,  national  health  spending  would  have  been 
$569  billion  in  1989-nearly  6  percent  lower. 

If,  however,  limits  on  expenditures  were  applied  selectively  to  some 
groups  and  not  others,  then  providers  could  increase  prices  and  the  volume 
of  services  for  other  groups  in  order  to  maintain  revenues,  without  incurring 
penalties  for  exceeding  the  limits  for  the  covered  population.  While  savings 
to  the  segment  of  the  market  under  the  expenditure  limits  would  exist, 
national  health  spending  might  not  fall  much. 


CONCLUSION  

The  examples  I  have  discussed  today  were  selected  to  illustrate  the  type  of 
problems  that  CBO  faces  in  estimating  the  effects  of  legislative  proposals  that 
are  intended  to  limit  federal  health  spending  or  to  constrain  the  rate  of 
growth  in  national  health  spending.  In  general,  estimates  of  proposals  that 
would  dramatically  restructure  the  health  care  system  are  considerably  more 
uncertain  than  estimates  of  policies  that  would  require  only  modest 
adjustments  to  current  arrangements.  We  usually  find  it  much  easier  to 
estimate  the  budgetary  effects  of  legislation  that  would  change  provisions  of 
Medicare,  which  is  a  centrally  controlled  program  with  a  single  payer  and  a 
defined  population,  than  to  estimate  the  impacts  of  legislation  designed  to 
lower  the  level  or  rate  of  growth  of  national  health  spending.  In  either  case, 
our  ability  to  analyze  the  impacts  of  legislation  on  health  spending  is  greater 
the  more  specific  the  cost  containment  provisions. 

When  considering  various  approaches  to  cost  containment,  one  needs 
to  keep  several  factors  in  mind: 

o  Providers  can  increase  volume  in  order  to  recover  revenues  lost 
because  of  restrictions  on  price,  regardless  of  whether  the  price 
controls  are  imposed  on  all  or  part  of  the  system. 

o  Providers  can  increase  prices  in  order  to  recover  revenues  lost 
because  of  more  stringent  monitoring  of  use,  regardless  of  whether 
the  monitoring  is  imposed  on  all  or  part  of  the  system. 

o  Policies  that  affect  only  one  segment  of  the  market  might  be 
effective  in  reducing  spending  for  that  segment,  but  not  lower 
overall  spending  much.  Policies  that  extend  to  all  consumers, 
payers,  and  providers  generally  produce  a  greater  impact  on 
national  health  spending. 

o  Proposals  that  encourage,  rather  than  require,  changes  in  behavior 
of  providers,  insurers,  or  consumers,  and  that  do  not  include  strong 
incentives  or  penalties,  have  little  effect. 

Some  policies  appear  to  have  the  potential  to  achieve  greater  control 
over  health  care  costs.  Examples  are  uniform  pricing  under  either  an  all- 
payer  or  a  single-payer  system,  reviewing  the  treatment  practices  of  all 
physicians,  and  enforcing  limits  on  expenditures.  If  put  in  place  concurrently, 
these  policies  could  noticeably  slow  the  rate  of  growth  in  health  spending, 
thereby  making  it  easier  to  address  the  other  major  problem  of  our  health 
care  system-notably,  the  lack  of  insurance  for  one-seventh  of  the  population. 


8 


116 


At  the  same  time,  however,  some  desirable  elements  of  our  currem 
system  would  probably  have  to  be  changed.  In  particular,  we  would  probably 
face  increased  constraints  on  our  freedom  to  choose  providers,  health 
insurance  coverage,  and  alternative  treatments.  We  might  also  face  greater 
delays  in  obtaining  treatment,  and  technological  progress  in  health  care  would 
probably  occur  more  slowly.  The  magnitude  of  these  changes  would  vary 
directly  with  the  stringency  of  the  controls  on  costs. 
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Chairman  Stark.  Thank  you. 
Mr.  McGrath. 

Mr.  McGrath.  Thank  you,  Mr.  Chairman. 

Welcome,  Bob.  On  page  2  of  your  testimony,  you  referred  to  the 
fact  that  American  providers  have  incurred  100  billion  dollars' 
worth  of  administrative  costs  for  1987.  As  far  as  I  know — is  that 
the  study  done  by  the  New  England  Journal,  the  Harvard  study? 

Mr.  Reischauer.  Yes. 

Mr.  McGrath.  Some  people  would  dispute  that  figure  and  the 
methodology  used  to  determine  it.  I  am  wondering  whether  or  not 
you  would  give  us  your  view  on  that,  and  whether  or  not  some  of 
this  disparity  or  difference  may  be  explained  by  qualitative  differ- 
ences. 

Mr.  Reischauer.  There  are  two  issues  here.  One  is  how  big  are 
administrative  costs.  And  the  second  is  how  much  could  be  saved 
under  a  different  regime.  Most  of  the  controversy  has  not  been 
over  how  large  total  administrative  costs  are  in  the  United  States, 
but,  rather,  what  could  be  saved.  Could  $100  billion  be  saved,  as 
the  New  England  Journal  article  suggested,  or  would  it  be  $60  or 
$70  billion,  as  GAO  has  suggested? 

First  of  all,  substantial  amounts — tens  of  billions  of  dollars — 
could  be  saved  if  we  instituted  a  radically  different  form  of  health 
care  in  this  country.  But  our  bottom  line  would  be  that  the  poten- 
tial savings  are  not  as  large  as  the  New  England  Journal  of  Medi- 
cine has  suggested  and  not  even  as  large  as  GAO  has  suggested, 
but  somewhere  in  the  range  of  between  $27  and  $56  billion,  if  we 
went  to  an  all-payer  or  a  single-payer  system. 

These  estimates  are  uncertain,  in  the  sense  that  the  data  are  not 
very  good  and  the  methodological  problems  one  encounters  are 
quite  substantial,  and  without  knowing  the  specific  nature  of  the 
alternative  one  is  proposing,  it  is  very  hard  to  be  too  specific. 

We  have  a  system,  for  example,  that  I  doubt  would  end  up  being 
transformed  into  a  Canadian-type  payment  system  for  hospitals. 
Canadian  hospitals  operate  under  global  budgets.  I  imagine  we 
would  remain  a  case-based  reimbursement  system.  That  makes  a 
lot  of  difference  in  administrative  complexity  and  costs. 

Also,  some  of  what  is  called  administration  or  administrative 
costs  are  inputs  into  saving.  They  are  the  key  elements  in  utiliza- 
tion review,  and  you  have  to  ask  what  form  of  volume  monitoring 
you  are  going  to  have,  and  that  might  interact  with  the  degree  to 
which  some  people  are  projecting  the  savings  in  administration 
that  really  could  be  realized. 

Mr.  McGrath.  Some  place  in  your  testimony,  you  have  made  the 
assertion  that  there  would  be  a  behavior  modification  in  terms  of 
reduced  reimbursement  rates  vis-a-vis  the  volume  that  would  occur 
as  a  result.  This  is  an  argument  that  we  are  having  about  relative 
the  value  scale  at  the  present  time. 

I  am  just  wondering  what  kind  of  evidence  there  is  to  substanti- 
ate the  fact  that  there  would  be  this  response,  and  historically,  how 
long  have  you  used  it? 

Mr.  Reischauer.  I  think  there  is  no  question  that  there  would  be 
a  response.  This  is  really  like  saying  the  medical  profession  re- 
sponds to  economic  incentives  the  way  every  other  profession  does. 
You  know,  when  your  price  is  lowered,  you  try  and  increase  your 
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quantity.  I  think  there  is  nothing  nefarious  about  it.  If  people  did 
not  respond  like  this,  my  profession  would  quickly  be  out  of  busi- 
ness, so  we  hope  that  there  is  a  response. 

The  evidence  comes  largely  from  the  Medicare  program,  where 
we  have  held  down  reimbursement  levels.  We  went  through  peri- 
ods of  cost  controls  during  the  Nixon  administration,  and  econo- 
mists have  tried  to  estimate  what  happened  to  the  volume  of  serv- 
ices. The  best  rough  evidence  suggests  that  about  half  of  the  poten- 
tial savings  from  the  reduction  in  prices  is  offset  by  an  increase  in 
volume,  and  the  administration  uses  the  same  sorts  of  numbers. 
You  know,  as  I  said,  there  is  uncertainty  about  this,  but  there  is  a 
response  of  this  sort  and  it  is  large.  I  think  it  is  basically  undis- 
puted, and  we  have  included  that  kind  of  response  in  all  of  our  cost 
estimates. 

Mr.  McGrath.  Except  by  the  AMA,  in  terms  of  their  argument 
on  the  conversion  factor  this  year. 

Let  me  conclude.  I  happen  to  come  from  a  State  that  you  re- 
ferred to  in  terms  of  an  all-payer  State,  in  terms  of  States  setting 
rates  for  hospitals.  Regardless  of  the  type  of  third-party  payer,  you 
seem  to  indicate  that  costs  were  lowered  by  2  percent  to  13  percent 
initially.  I  am  wondering  whether  or  not  

Mr.  Reischauer.  These  estimates  were  made  for  a  4-year  period. 

Mr.  McGrath.  I  understand  that,  but  I  guess  there  are  compet- 
ing studies  which  state  that  regulated  States,  the  six  of  them  that 
you  referred  to,  over  the  same  4-year  period  actually  grew  2  per- 
cent faster  than  the  hospital  revenues  in  the  United  States  as  a 
whole.  I  wonder  if  you  could  respond  to  that.  I  am  referring  to  the 
Lewin-ICF  study. 

Mr.  Reischauer.  My  mother  taught  me  not  to  say  anything  if  I 
could  not  say  something  nice  about  my  fellow  economists'  work, 
but  I  did  not  listen  to  my  mother  when  I  was  young  and  I  will  not 
now. 

There  are  a  large  number  of  studies  of  this  sort,  and  we  would  be 
glad  to  give  you  for  the  record  a  brief  review  of  them,  plus  a  brief 
analysis  of  the  Lewin-ICF  study.  I  think  the  weight  of  the  evidence 
suggests  that  these  all-payer  systems  did  have  a  significant  impact. 

[The  information  referred  to  above  follows:] 
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Ql.  What  is  the  impact  of  all-payer  hospital  rate-setting  systems  on  hospital 
costs?  Why  do  the  Lewin/ICF  study  findings  differ  from  the  results  you 
presented  in  your  statement? 

A.  We  have  examined  the  current  research  on  the  effectiveness  of  state  all- 
payer  rate  regulation  in  controlling  hospital  expenditures.  All-payer  systems, 
under  which  hospital  rates  are  regulated  for  all  payers,  including  Medicare, 
were  put  into  effect  during  the  1970s  and  1980s  by  four  states:  Maryland, 
Massachusetts,  New  Jersey,  and  New  York.  Several  studies  have  examined 
the  effects  of  these  four  systems  on  hospital  expenditures.  In  general,  the 
findings  indicate  that  all-payer  regulation  has  been  associated  with  reduced 
rates  of  increases  in  hospital  expenditures,  as  compared  with  unregulated 
conditions  or  partial-payer  hospital  rate-setting  systems. 

We  have  also  reviewed  the  recent  study  prepared  by  Lewin/ICF  for 
the  Federation  of  American  Health  Systems,  "Analysis  of  Hospital 
Expenditures  and  Revenues,  1979-1989."  Although  this  study  seems  to 
indicate  that  hospital  expenditures  in  states  with  rate-setting  regulations  grew 
at  least  as  fast,  between  1986  and  1989,  as  expenditures  in  other  states,  the 
study  clearly  states  that  it  is  a  superficial,  descriptive  examination  of  the  data 
on  state  trends,  and  that  further,  more  rigorous  research  would  be  necessary 
to  produce  reliable  information  on  the  effects  of  regulation  on  hospital 
expenditures.  In  addition,  although  the  study  examines  trends  in  hospital 
expenditures  over  the  1985-1989  period  for  the  four  states  that  have  tried  all- 
payer  regulation,  two  of  these  states  discontinued  their  all-payer  systems  at 
the  end  of  1985  and  a  third  discontinued  its  all-payer  system  at  the  end  of 
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1988.  The  results,  therefore,  provide  little  information  on  the  effects  of  aU- 
payer  regulation  of  rates  for  hospitals.  The  remainder  of  this  response 
summarizes  the  results  of  several  recent  studies  of  all-payer  systems  and 
reviews  the  Lewin/ICF  study. 

The  Effects  of  All-Payer  Systems  on  Hospital  Costs 

AU-payer  rate  regulation  refers  to  mandatory  state  systems  under  which 
hospital  payment  rates  are  determined  on  a  prospective  basis.  By  definition, 
rates  are  regulated  for  all  payers,  including  the  Medicare  program,  so 
all-payer  systems  require  a  "waiver"  that  allows  Medicare  reimbursement  to 
be  determined  by  the  state's  system  rather  than  by  Medicare's 
reimbursement  methodology.  Currently,  Maryland  is  the  only  state  with  a 
Medicare  waiver,  and  therefore  the  only  state  now  operating  a  state-wide  all- 
payer  system.^  During  the  1980s,  however,  Massachusetts  (fiscal  years  1983- 
1985),  New  York  (1983-1985),  and  New  Jersey  (1981-1988)  also  operated 
all-payer  systems.  Partial-payer  systems,  which  regulate  hospital  rates  for 
some  payers,  have  also  been  tried  in  a  number  of  states. 

The  experiences  of  Maryland  and  the  three  former  all-payer  states 
have  provided  the  bases  for  a  number  of  empirical  studies  of  the  effects  of 
all-payer  regulation  on  hospital  expenditures.  To  isolate  the  effects  of  all- 
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The  four  New  York  counties  participating  in  the  Finger  Lakes  Area  Ho^ital  Corporation  rural 
ho^ital  payment  demonstration  also  have  a  Medicare  waiver  to  operate  an  all-payer  system. 
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payer  regulation,  most  researchers  have  adjusted  hospital  costs  to  account 
for  other  factors  that  may  affect  costs,  such  as  types  of  patients  (known  as 
case-mix),  wage  levels,  and  population  characteristics. 

These  studies  have  generally  found  all-payer  systems  to  be  associated 
with  reduced  rates  of  increase  in  hospital  expenditures,  compared  with 
estimated  growth  rates  in  the  absence  of  all-payer  regulation.  Using  data  for 
the  1982-1986  period,  Robinson  and  Luft  (1988)  found,  for  example,  that 
growth  in  hospital  costs  per  admission  (adjusted  for  other  cost-related 
factors)  was  reduced  in  the  all-payer  states,  compared  with  other  states. 
While  the  adjusted  rate  of  growth  in  hospital  costs  in  all  other  states  was 
58.4  percent  over  the  1982-1986  period,  the  corresponding  growth  rate  was 
16  percent  (or  9.5  percentage  points)  lower  in  Massachusetts,  15  percent  (or 
9  percentage  points)  lower  in  Maryland,  6  percent  (or  3.7  percentage  points) 
lower  in  New  York,  and  2  percent  lower  (a  statistically  insignificant 
difference)  in  New  Jersey.  All-payer  systems  have  also  been  associated  with 
lower  growth  in  costs  when  compared  with  partial-payer  systems.  Thorpe 
and  Phelps  (1990),  for  example,  found  New  York's  all-payer  regulation  to 
have  reduced  inflation  in  costs  substantially,  when  compared  with  the  partial- 
payer  system  that  preceded  it. 

Researchers  have  also  looked  at  the  relationship  between  all-payer 
regulation  and  the  level  of  hospitals'  costs.  After  accounting  for  other 
factors  that  might  affect  hospital  costs,  Hadley  and  Zuckerman  (1990)  found 
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that,  on  average,  hospitals  regulated  by  all-payer  systems  experienced 
adjusted  costs  that  were  9  percent  to  11  percent  lower  than  hospitals  in 
states  without  any  rate-setting  regulation.  There  is  some  evidence,  however, 
that  the  relationship  between  all-payer  systems  and  costs  may  vary  over  time 
and  by  state. 

It  is  uncertain,  however,  to  what  extent  results  observed  in  the  all- 
payer  states  could  be  obtained  in  other  states.  Because  certain 
circumstances  related  to  the  adoption  of  all-payer  systems  (such  as  high 
costs,  or  institutional  or  political  factors)  may  have  also  been  important 
determinants  of  the  systems'  effectiveness,  it  is  unclear  whether  all-payer 
systems  would  be  as  effective  under  different  circumstances.^  In  addition, 
little  information  is  available  on  the  effects  of  rate  regulation  on  health  care 
costs  generally.  In  particular,  part  of  the  savings  associated  with  hospital 
regulation  may  have  occurred  because  care  was  shifted  to  other  settings. 
Evidence  from  the  Medicare  program  suggests,  however,  that  while  there 
may  be  some  shifting  to  other  settings,  the  overall  savings  associated  with 
rate-regulation  may  still  be  significant. 


2 .  This  concern  would  not  necessarily  be  important  if  all-payer  systems  had  been  tried  under  a  wide 

variety  of  circumstances,  but  because  there  have  been  only  a  few  "experiments"  with  all-payer 
regulation,  it  is  not  possible,  empirically,  to  separate  the  effects  of  the  systems  from  the 
circumstances  associated  with  their  enactment.  For  example,  all  the  states  that  used  all-payer 
^ems  were  located  in  the  northeastern  part  of  the  country,  started  their  systems  at 
approximately  the  same  time,  and  had  previous  experience  with  some  form  of  partial-payer 
regulation. 
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The  Lewin/ICF  Study 

In  order  to  examine  the  effectiveness  of  rate-setting  regulation  by  states,  the 
Lewin/ICF  study  compares  growth  in  hospital  costs  between  1985  and  1989 
for  all  states  and  for  selected  "regulated"  states-that  is,  those  with  all-payer 
or  partial-payer  hospital  rate-setting  systems.  In  addition,  the  study 
compares  "regulated"  states  with  a  group  of  "competitive"  states-that  is, 
those  with  a  high  concentration  of  health  maintenance  organization  (HMO) 
enrollment.  The  six  "regulated"  states  include  the  former  all-payer  states 
(Massachusetts,  New  Jersey,  and  New  York),  the  current  all-payer  state 
(Maryland),  and  two  other  states  that  operated  partial-payer  rate-setting 
programs  for  a  number  of  years  (Connecticut  and  Washington).  The  five 
"competitive"  states  were  California,  Colorado,  Delaware,  Minnesota,  and 
Oregon.  Six  other  states  with  high  HMO  enrollment  were  excluded  from  the 
latter  category.  Four  of  these  were  also  "regulated"  states  and  two  presented 
data  problems. 

The  stucfy  found  that  the  average  annual  increase  in  hospital 
expenditures  per  capita  (and  for  each  case)  between  1986  and  1989  for  the 
"regulated"  states  was  higher  than  the  average  annual  increase  for  all  states. 
The  average  annual  increase  from  1986  to  1989  was  also  higher  for  the 
"regulated"  group  than  for  the  "competitive"  group,  which  was  below  the 
national  average.  The  results  might  therefore  be  interpreted  as  indicating 
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that,  in  states  with  partial-payer  or  all-payer  hospital  rate-setting  regulation, 
costs  grew~in  the  1986-89  period~at  least  as  fast  as  costs  in  other  states. 

While  the  study  provides  a  "first  look"  at  state-level  trends  in  hospital 
costs,  it  has  several  major  shortcomings.  First,  the  analysis  does  not 
distinguish  all-payer  systems  from  partial-payer  forms  of  rate-setting. 
Although  four  of  the  regulated  states  had  tried  all-payer  systems,  only 
Maryland  was  an  all-payer  state  during  the  entire  period.  In  fact, 
Massachusetts  and  New  York  did  not  have  all-payer  systems  after  1985,  and 
New  Jersey  discontinued  its  all-payer  rate  regulation  at  the  end  of  1988. 
Since  other  researchers  have  found  all-payer  regulation  to  have  been 
significantly  more  effective  in  controlling  costs  than  partial-payer  regulation, 
the  choice  of  a  period  during  which  only  one  of  the  four  states  was 
regulating  hospital  rates  for  all  payers  obscures  the  potential  effects  of  all- 
payer  regulation.  In  fact,  if  all-payer  rate  regulation  is  effective  in 
controlling  hospital  costs,  the  removal  of  these  controls  might  even  have 
caused  a  higher  rate  of  growth  in  costs  in  those  states  that  discontinued  the 
system  during  the  study  period. 

Similarly,  grouping  the  regulated  states  together,  as  the  study  does, 
may  be  misleading.  For  example,  while  the  average  increase  in  costs  per 
admission  for  the  group  of  four  "regulated"  states  in  the  1986-1989  period  is 
slightly  above  the  national  average- 11.3  percent  compared  with  11  percent- 
only  one  of  these  four  states  (New  York)  had  a  rate  above  the  national 


125 


average  (see  Table  5  and  Appendix  C,  Table  C-6  of  the  Lewin/ICF  study. 
Individual  rates  for  Washington  and  Connecticut  were  not  provided). 

In  addition,  the  analysis  does  not  control  for  variation  in  other 
factors  that  are  expected  to  affect  hospital  costs  in  each  state,  such  as 
patterns  of  use  and  the  case-mix  of  patients.  Differences  among  states  in  the 
growth  rates  of  hospital  expenditures  and  revenues  cannot  simply  be 
attributed  to  the  regulation  (or  "competition"  )  in  each  state.  The  study 
notes  these  limitations  and  acknowledges  that  more  analysis  is  necessary 
before  reliable  conclusions  can  be  reached. 

Finally,  the  states  chosen  as  "competitive"  may  or  may  not  provide 
more  competitive  environments  for  hospitals  than  other  states.  The  five 
"competitive"  states  were  selected  because  they  had  relatively  high  levels  of 
enrollment  in  Health  Maintenance  Organizations  (HMOs)  and  did  not  have 
rate-setting  regulations.  Several  other  factors,  however,  may  also  affect  the 
amount  of  competitive  pressure  that  hospitals  experience  such  as  excess 
capacity  in  hospitals,  hospital  concentration,  and  the  use  of  selective 
contracting  by  third-party  payers. 

In  sum,  a  much  more  thorough  analysis  than  is  presented  in  the 
Lewin/ICF  study  would  be  required  to  support  any  significant  conclusions 
about  all-payer  systems,  or  the  comparative  effects  of  competitive  and 
regulatory  approaches  to  controlling  ho^ital  costs.  Other  studies  that  have 
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used  more  rigorous  analytic  approaches  have  indicated  that  all-payer  rate 
regulation  has  been  an  effective  policy,  in  those  states  that  have  applied  it, 
for  controlling  hospital  costs. 
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Mr.  Reischauer.  They  were  tried  in  four  States.  One  of  the  more 
careful  studies  or  evaluations  of  this  period  suggested  that,  without 
all-payer  controls,  hospital  spending  would  have  risen  by  about  58 
percent  over  the  1982-86  period  in  those  States.  In  Massachusetts, 
where  estimators  believe  controls  had  the  biggest  impact,  the 
growth  was  about  48  percent,  or  10  percentage  points  less.  In  Mary- 
land, growth  was  also  about  48  percent.  In  New  York,  it  was  54  or 
55  percent,  or  about  a  4-percent  reduction,  and  in  New  Jersey, 
nothing,  just  a  marginal  difference,  not  statistically  significant. 

One  could  ask,  is  there  a  lesson  here  for  the  Nation  as  a  whole? 
We  really  do  not  know.  These  figures  are  all  for  very  similar 
States — highly  industrial  Northeast  States,  where  hospital  costs 
tend  to  be  extremely  high.  They  are  also  States  that  had  certain 
types  of  restraints  on  spending  before  the  all-payer  era,  so  whether 
this  type  of  response  could  be  replicated  nationwide  I  think  is  not 
at  all  clear. 

Mr.  McGrath.  It  was  abandoned? 

Mr.  Reischauer.  Yes. 

Mr.  McGrath.  Why  was  it  abandoned? 

Mr.  Reischauer.  I  think  everybody  has  abandoned  it  except 
Maryland. 

Mr.  McGrath.  If  they  were  so  good,  why? 

Mr.  Reischauer.  There  is  a  problem  integrating  all-payer  plans 
with  the  Medicare  system,  and  if  I  remember  my  history  correct- 
ly— and  I  am  certainly  no  expert  in  this  area — New  York  aban- 
doned its  effort,  in  part,  because  it  could  get  more  money  from  the 
Medicare  system  by  abandoning  it,  and  so  it  was  tempted.  I  mean 
it  behaved  rationally  in  the  short  run,  from  an  economist's  stand- 
point. 

The  other  reason  these  systems  might  have  been  abandoned  is 
that  it  is  not  easy  for  the  political  system  to  hold  a  major  sector  of 
the  State  economy's  feet  to  the  fire.  For  them  to  be  effective,  you 
have  to  impose  limits  that  are  below  what  the  unfettered  market 
would  produce,  and  that  has  a  political  cost  for  those  individuals 
who  have  to  make  this  decision.  It  is  not  fun  being  a  regulator. 

Chairman  Stark.  Was  that  study  not  also  paid  for  by  the  for- 
profit  hospitals? 

Mr.  Reischauer.  I  think  the  answer  is  yes. 

Chairman  Stark.  Mr.  Russo. 

Mr.  Russo.  Thank  you  very  much. 

Mr.  Reischauer.  I  would  not  want  to  cast  aspersions  on  that. 
CBO's  salary  is  paid  by  the  Congress  and  we  do  not  always  give 
you  what  you  want.  [Laughter.] 

Mr.  Russo.  That  is  why  we  believe  in  you  more  than  we  do  in  the 
private  sector. 

Is  it  not  true,  Bob,  that  every  other  major  industrialized  country 
has  been  able  to  contain  costs  better  than  the  United  States,  with- 
out imposing  high  cost  sharing? 

Mr.  Reischauer.  That  is  probably  too  strong  a  statement.  Cer- 
tainly, they  have  not  imposed  

Mr.  Russo.  At  the  point  of  service? 

Mr.  Reischauer.  They  have  not  imposed  out-of-pocket  expendi- 
tures that  are  anywhere  near  what  ours  are,  but  some  of  the  other 
countries  in  the  world  have  not  been  exactly  wonderful  at  control- 
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ling  rising  costs,  either.  The  Canadian  system's  costs  have  been 
going  up  at  a  pretty  good  clip,  in  terms  of  per  capita  real  spending, 
and  the  Japanese  have  

Mr.  Russo.  We  are  more  expensive  than  the  Canadian  system. 

Mr.  Reischauer.  Oh,  absolutely. 

Mr.  Russo.  And  we  have  cost  sharing,  we  have  high  deductibles, 
we  have  all  of  those  expenses  on  the  front  end,  and  yet,  in  spite  of 
all  that  

Mr.  Reischauer.  And  we  do  not  cover  33  million  people. 

Mr.  Russo.  So,  even  in  those  countries  that  have  very  minimum 
cost  sharing,  they  do  it  at  best  40  percent  cheaper  than  we  do  per 
capita,  at  least  that  is  what  the  stats  show  us  right  now,  so  cost 
sharing  at  the  point  of  service  doesn't  necessarily  reduce  the  medi- 
cal inflation. 

Mr.  Reischauer.  That  is  correct.  I  think  market  

Mr.  Russo.  It  has  not  proved  it  yet. 

Mr.  Reischauer.  As  long  as  we  rely  significantly  on  insurance, 
private  market  forces  are  not  likely  to  limit  expenditures  substan- 
tially, because  the  individual  who  makes  the  decision  and  the 
doctor  who  assists  in  it  are  not  being  affected  substantially  by  eco- 
nomic factors. 

Mr.  Russo.  In  some  of  the  studies  that  I  have  read,  they  say  that 
Americans,  compared  to  citizens  of  other  nations,  pay  more  out  of 
pocket  at  the  time  they  are  ill.  Americans,  on  average,  pay  26  per- 
cent of  their  health  care  bills  out  of  pocket,  and  19  percent  report 
paying  more  than  40  percent  of  these  costs  directly.  So,  we  have 
enormous  cost  sharing  on  the  front  end,  and  still  our  medical  infla- 
tion is  higher  than  anywhere  else  and  we  spend  a  greater  propor- 
tion of  our  GNP  on  health  care,  and  we  do  not  cover  37  million 
Americans. 

Obviously,  this  system  is  not  working  right,  and  cost  sharing  is 
not  the  answer  to  the  problem,  because  in  those  countries  that 
have  very  minimal  cost  sharing,  they  can  do  it  cheaper  than  we  do 
and  cover  the  entire  country. 

Mr.  Reischauer.  I  suggested  in  my  statement  that  even  if  we  in- 
crease cost  sharing  very  substantially,  the  impact  on  total  spending 
would  be  very  small. 

Mr.  Russo.  Also,  the  Rand  study  found  that  cost  sharing  stopped 
people  from  going  to  the  doctor  when  they  needed  care  as  often  as 
when  they  did  not  need  it.  Curtailing  access  to  necessary  care  is 
not  the  way  to  control  health  costs.  So,  even  the  studies  do  not  in- 
dicate that  cost  sharing  is  the  proper  way  to  limit  or  contain  costs. 
It  seems  to  me  that  the  best  way  to  contain  overall  health  costs,  as 
you  say  on  page  7,  ''Legislation  provided  for  global  prospective 
budgets,  expenditure  targets  and  caps  for  overall  spending  obvious- 
ly involves  a  major  change  in  the  system,  but  could  result  in  sub- 
stantial reductions  in  the  rate  of  increase  of  health  care  spending." 

Then  you  go  on  to  say,  ''The  legislation,  however,  would  have  to 
include  specific  details  of  the  mechanisms  for  setting,  updating  and 
enforcing  the  limits."  What  do  you  mean  by  that?  How  would  you 
be  specific? 

Mr.  Reischauer.  The  issue  here  is  that  you  can  create  a  system 
of  caps,  limits,  and  global  budgets,  but  if  those  are  allowed,  because 
of  political  pressures  or  whatever,  to  increase  at  the  same  rate  that 
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the  old  system  would  have  increased,  or  faster,  you  would  get  no 
savings,  and  so  you  have  to  provide  some  assurance  that,  once  in 
operation,  these  regulations  were  actually  going  to  hold  spending 

down  to  

Mr.  Russo.  A  certain  percentage  of  GNP? 

Mr.  Reischauer.  Which  is  what  the  Canadian  central  govern- 
ment has  done,  or  hold  it  to  the  inflation  rate  plus  2  percent  or 
something  like  that,  which  would  be  a  whole  lot  lower  than  we 
have  experienced  in  the  past. 

Mr.  Russo.  I  am  sure  you  are  aware  of  the  GAO  study  they  did. 
They  took  the  Canadian  model  and  applied  it  to  ours  and  basically 
said  it  would  save  $67  billion  in  administration  costs,  $64  billion  to 
give  you  universal  comprehensive  coverage  and  eliminate  all  cost- 
sharing  for  a  net  savings  of  $3  billion. 

So,  that's  what  we  can  do  under  a  single-payer  system.  Is  there 
any  other  system  that  can  achieve  this  kind  of  cost  containments 
and  give  high  quality  care  that  you  are  aware  of,  in  studying  the 
various  systems?  Will  employer  mandates  do  it? 

Mr.  Reischauer.  No. 

Mr.  Russo.  Will  pay-or-play  do  it? 

Mr.  Reischauer.  No. 

Mr.  Russo.  Is  there  anything  out  there  other  than  single  payer 
that  can  do  it,  that  you  are  aware  of? 

Mr.  Reischauer.  No,  I  do  not  think  so,  but  I  think  also  it  would 
be  very  difficult  to  replicate  the  Canadian  system  in  this  environ- 
ment. 

Mr.  Russo.  Why?  What  environment? 

Mr.  Reischauer.  Let  me  just  cite  a  very  simple  aspect  which  we 
would  have  a  difficult  time  swallowing  in  this  country.  The  Canadi- 
an system  is  basically  Province-based.  The  Federal  Government 
provides  a  payment,  the  payment  rises  each  year  with  GNP,  and 
the  Provinces  are  left  to  pick  up  the  rest. 

Presumably,  the  analogy  here  would  be  that  States  would  be  left 
to  pick  up  the  rest.  I  have  a  difficult  time  regarding  it  as  fair  and 
equitable  to  say  that  Mississippi  and  Connecticut  had  an  equal 
ability  to  pick  up  the  balance. 

Mr.  Russo.  What  if  we  went  to  a  single-payer  system,  in  which 
the  Federal  Government  administered  to  programs,  like  the  bill  I 
have  introduced? 

Mr.  Reischauer.  That  is  different  from  the  Canadian  system. 

Mr.  Russo.  In  that  situation,  you  would  be  able  to  contain  costs 
fairly  effectively  with  global  budgeting  and  expenditure  targets. 

Mr.  Reischauer.  You  would,  if  you  were  willing  to  take  the  polit- 
ical heat  that  would  result  from  holding  down  reimbursement 
rates. 

Mr.  Russo.  Where  would  you  get  the  political  heat,  other  than 
the  insurance  industry  that  would  not  be  in  existence  any 
more  

Mr.  Reischauer.  Providers  

Mr.  Russo  [continuing].  And  doctors,  who  would  only  be  able  to 
play  in  this  field? 
Mr.  Reischauer.  And  hospitals. 

Mr.  Russo.  Right.  So,  under  single  payer,  the  single  payer  is  the 
Government  who  would  work  with  States  and  with  doctors  and 
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with  providers  and  with  consumers  in  setting  global  budgeting  and 
setting  expenditure  targets.  They  are  all  in  the  pie.  Unlike  the  Ca- 
nadians, they  would  all  be  part  of  making  up  the  budget. 

Mr.  Reischauer.  But  presumably  the  pie  would  be  growing  at  a 
slower  rate  than  it  would  grow  under  the  existing  system,  and  they 
would  not  be  as  happy  as  they  would  be  

Mr.  Russo.  But  the  GAO  said  there  is  so  much  overcapacity,  be- 
cause we  have  spent  so  much  over  the  years,  that  we  have  more 
than  enough  capacity  to  deal  with  the  changeover  and  deal  with 
increased  utilization — that's  what  my  objective  is,  to  get  people  to 
utilize. 

Thank  you,  Mr.  Chairman. 

Chairman  Stark.  Mr.  Moody. 

Mr.  Moody.  Thank  you,  Mr.  Chairman. 

A  lot  has  been  made  of  the  malpractice  component  of  cost  and 
the  high  cost  of  American  medicine.  Has  that  been  quantified?  It 
did  not  seem  to  be  in  your  list  of  curtailing  malpractice.  I  do  not 
think  I  saw  it  in  your  list  of  costs. 

Mr.  Reischauer.  No,  it  was  not  in  there. 

Mr.  Moody.  Is  it  because  you  do  not  think  it  is  quantitatively  sig- 
nificant, or  we  do  not  have  a  handle,  or  you  do  not  

Mr.  Reischauer.  The  direct  costs,  I  think,  are  0.9  percent  

Mr.  Moody.  Less  than  1  percent  of  direct  costs. 

Mr.  Reischauer  [continuing].  Of  premium  cost,  and  that  sup- 
posedly is  the  smaller  component.  What  really  is  of  concern  is  the 
possibility  that,  in  our  litigious  environment,  it  causes  doctors  to 
practice  defensive  medicine,  and  this  has  substantial  influence  on 
costs. 

Mr.  Moody.  Has  that  been  quantified? 

Mr.  Reischauer.  I  think  that  there  is  no  really  good  quantified 
estimate  of  that. 

Mr.  Moody.  Are  there  outer-envelopes  of  what  that  might  be? 

Mr.  Reischauer.  I  am  sure  there  are,  and  we  will  be  glad  to  pro- 
vide some  estimates  for  the  record.  Remember,  that  in  addition  to 
an  incentive  to  practice  defensive  medicine,  doctors  have  an  incen- 
tive to  provide,  in  a  sense,  the  best  possible  medical  care,  which  is 
almost  the  same  thing.  The  physician  really  says  I  am  not  going  to 
consider  cost,  I  am  just  going  to  consider  whether  I  get  a  better 
basis  upon  which  to  make  a  diagnosis  or  a  treatment. 

So,  if  our  current  legal  environment  was  changed,  you  might  not 
get  the  tremendous  change  that  many  people  have  assumed  you 
would  get  from  reforming  malpractice  insurance.  I  think  there  is 
every  reason  to  pursue  this,  but  that  is  not  going  to  be  the  silver 
bullet  that  is  going  to  bring  the  cost  elephant  to  its  knees. 

Mr.  Moody.  The  indirect  cost  is  what  is  often  cited  as  the  big 
problem. 

Mr.  Reischauer.  Right. 

Mr.  Moody.  If  you  have  any  studies,  I  would  appreciate  seeing 
them. 

[Additional  information  follows:] 
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What  is  the  impact  of  the  malpractice  environment  on  health  care  costs? 
What  are  the  outside  estimates  of  the  costs  of  defensive  medicine? 

The  perception  that  the  medical  malpractice  environment  is  an  important 
factor  in  the  performance  of  the  market  for  health  services  is  based  upon 
two  concerns: 

o  Malpractice  premiums  are  one  component  of  providers'  costs  and,  if 
they  rise  rapidly,  they  will  cause  the  price  of  services  to  increase;  and 

o  Providers  may  change  their  patterns  of  practice  in  ways  that  reduce 
the  probability  of  lawsuits  and  provide  documentation  that  helps 
their  defenses  against  any  suits. 

Malpractice  premiums  have  risen  dramatically  over  the  years.  The 
share  of  practice  revenues  that  medical  providers  pay  for  malpractice 
premiums  increased  from  3.1  percent  in  1982  to  5.6  percent  in  1988. 
Throughout  the  United  States,  medical  providers  spent  $5  billion  in  1988  on 
medical  malpractice  premiums.  In  that  year,  medical  malpractice  premiums 
directly  accounted  for  0.9  percent  of  all  spending  for  health. 

Malpractice  insurance  premiums  are  much  higher  in  the  United 
States  than  in  other  countries.  In  1988,  average  real  malpractice  premiums 
were  $16,667  in  the  United  States,  $1,942  in  Canada,  and  $1,908  in  the 
United  Kingdom.  Although  the  rate  of  increase  in  malpractice  premiums 
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has  been  higher  in  these  other  countries  than  in  the  United  States~32.4 
percent  in  Canada,  and  35.1  percent  in  the  United  Kingdom  between  1982 
and  1988,  compared  with  a  14.3  percent  rate  in  the  United  States-these 
differentials  would  have  to  persist  for  many  years  for  the  absolute  costs  to 
reach  the  level  of  those  in  the  United  States. 

Differences  in  malpractice  premiums  among  countries  are  caused 
more  by  differences  in  the  number  of  claims  than  in  the  sizes  of  malpractice 
awards.  In  1988,  for  example,  malpractice  claims  were  filed  against 
Canadian  physicians  at  a  rate  of  1.7  for  every  100  doctors  compared  with  a 
rate  of  13  per  100  doctors  in  the  United  States.  In  1986,  the  average  award 
was  about  $77,000  in  Canada  and  about  $109,000  in  the  United  States. 

The  practice  of  "defensive  medicine"  by  physicians  to  protect 
themselves  from  medical  malpractice  suits  may  take  the  form  of  ordering 
additional  tests,  spending  more  time  with  patients,  and  maintaining  more 
extensive  medical  records.  Each  of  these  responses  may  increase  spending 
for  health  services  over  the  level  that  would  have  prevailed  in  the  absence 
of  the  current  malpractice  environment.  It  is  possible,  of  course,  that  these 
responses  also  result  in  higher  quality  care  and  fewer  injuries  to  patients 
from  improper  treatment. 

But  defensive  medicine  may  take  a  different  form.  Physicians  may 
cease  to  perform  high-risk  procedures,  treat  only  low-risk  patients,  refuse  to 
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accept  some  types  of  patients  at  all,  or  retire  from  practice.  These  responses 
could  reduce  access  to  care  for  some  individuals,  depending  on  whether 
physicians  who  responded  differently  were  available  in  the  same  area.  They 
could  also  change  the  quality  of  care,  depending  on  the  relative  competence 
of  physicians  who  are  most  likely  to  restrict  their  activities. 

A  recent  Congressional  Research  Service  (CRS)  report  has  examined 
the  issue  of  the  cost  of  defensive  medicine.'  It  concludes  that  the  difficulty 
of  defining  and  identifying  defensive  medicine  makes  it  very  hard  to  place 
a  price  tag  on  its  cost  to  the  U.S.  health-care  system.  It  does,  however, 
discuss  several  studies  that  have  attempted  to  do  that,  only  one  of  which 
attempts  to  quantify  defensive  medicine.  The  American  Medical  Association 
(AMA)  has  estimated  that  in  1985,  $11.7  billion  of  the  $82.8  billion  paid  to 
physicians  was  attributable  to  defensive  medicine.  Based  on  earlier  AMA 
estimates,  the  Health  Care  Financing  Administration  also  has  estimated  that 
the  cost  of  defensive  medicine  to  the  Medicare  program  was  $2.5  billion  in 
fiscal  year  1987.  The  CRS  study  did  not  report  estimates  of  the  impact  of 
defensive  medicine  on  hospital  costs. 

Although  data  are  sparse  concerning  the  costs  of  defensive  medicine, 
the  medical  malpractice  environment  does  make  it  more  difficult  to  enact 
effective  cost  containment  strategies,  because  physicians  would  probably  be 
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reluctant,  in  the  face  of  potential  lawsuits,  to  incorporate  cost  considerations 
into  their  practice  decisions.  From  this  perspective,  the  development  of 
practice  guidelines  based  on  research  about  the  outcomes  of  different 
treatments  may  provide  a  base  of  knowledge  that  would  enable  physicians 
to  make  more  appropriate  and  cost-effective  decisions. 
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Mr.  Moody.  You  talked  earlier  with  the  chairman,  or  Mr. 
McGrath,  about  the  behavioral  response  of  the  medical  profession 
being  like  every  other  profession.  The  gentleman  from  the  AM  A 
sat  in  that  chair  not  long  ago  and  felt  that  was  a  demeaning  as- 
sumption for  physicians. 

Mr.  Reischauer.  I  think  it  is  the  highest  of  compliments  one  can 
pay.  It  is  really  saying  that  the  person  is  rational.  [Laughter.] 

The  last  thing  I  want  is  to  be  treated  by  an  irrational  doctor. 
[Laughter.] 

Mr.  Moody.  But  the  reason  they  took  offense  was  that  it  indicat- 
ed that  they  were  manufacturing  procedures  or  doing  things  that 
they  would  not  otherwise  do.  The  underlying  assumption  seems  to 
be  a  target  income  hypothesis,  and  you  have  to  make  up  that 
income.  The  reason  they  took  umbrage  is  it  indicates  their  practice 
of  medicine  has  changed  to  meet  an  income  target,  and  that  is  why 
they  took  offense.  You  are  saying  that  is  rational.  Maybe  it  is.  I 
just  want  to  develop  that  reasoning  a  little  bit. 

Mr.  Reischauer.  One  can  always  work  harder  and  get  more  pay, 
and  there  is  a  tradeoff  between  work  and  leisure.  Doctors  have 
little  leisure,  but  they  have  some,  and  when  their  incomes  fall  be- 
cause the  price  of  their  product  has  been  reduced,  they  can  decide 
to  work  more. 

Mr.  Moody.  The  price  impacts  their  income. 

Mr.  Reischauer.  And  the  idea  that  this  is  necessarily  inappropri- 
ate or  wrong,  that  suddenly  the  extra  amount  of  effort  that  they 
put  out  at  this  point  is  bad  medicine,  whereas  everything  that  went 
before  was  good,  I  think  is  nonsense.  They  might  take  more  Medic- 
aid patients,  which  they  may  have  previously  decided  really  was 
not  worth  the  effort,  and,  that  they  would  rather  play  golf  instead. 
Now  that  their  income  has  fallen  a  little,  they  will  do  more. 

You  know,  before  I  was  in  this  life,  I  gave  speeches.  I  give 
speeches  now,  too,  but  I  gave  speeches  and  was  paid  for  them. 
When  my  income  fell,  I  gave  up  more  weekends  and  went  out  and 
gave  more  speeches.  The  speeches  I  gave  on  the  margin  were  not 
worse  than  the  others  I  gave,  I  do  not  think.  Usually  they  were  the 
same  ones.  [Laughter.] 

Mr.  Moody.  Obviously,  some  representatives  of  the  physician 
community  point  out  that,  in  some  specialties,  your  practice  value 
is  pretty  much  derivative  of  somebody  else's  decision.  Let  us  say  an 
anesthesiologist,  he  is  only  going  to  be  anesthetizing  patients  that 
are  having  surgery  performed  on  them.  He  cannot  jack  up  his 
volume.  There  are  probably  a  number  of  other  professions,  too, 
unless  you  assume  the  demand  for  surgery  is  elastic  with  respect  to 
price. 

Mr.  Reischauer.  I  think  the  ability  of  different  specialties  to  re- 
spond is  probably  tremendously  different. 
Mr.  Moody.  That  is  my  point. 

Mr.  Reischauer.  Some  probably  have  no  ability  to  respond,  and 
others  could  make  up  for  every  dollar  they  lost. 

Mr.  Moody.  So,  the  50  percent  offset  is  kind  of  an  aggregate  

Mr.  Reischauer.  It  is  an  inexact  average  for  physician  services. 

Mr.  Moody.  Of  course,  you  know  that  is  at  the  heart  of  part  of 
the  controversy  with  the  new  payment  regulations  that  have  come 
out.  Do  you  happen  to  know  whether  those  payment  regs  assume, 
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as  a  rule  of  thumb,  that  each  profession  will  offset  about  half,  or  do 
they  break  it — they  do  not  disaggregate  it,  do  they? 

Mr.  Reischauer.  I  do  not  know  the  answer  to  that.  We  could  find 
out. 

[The  information  follows:] 

Question.  What  are  the  underlying  assumptions  about  physicians'  responses  to  re- 
ductions in  prices?  Do  the  new  Medicare  regulations  assume  that  all  specialties  re- 
spond the  same  way? 

Answer.  In  response  to  a  payment  change  that  would  reduce  physician's  revenues 
from  Medicare,  the  program's  actuaries  assume  that  practitioners'  billings  to  Medi- 
care will  increase  enough  to  offset  about  half  of  their  potential  loss  of  revenues.  In 
response  to  a  payment  change  that  would  increase  practice  revenues  from  Medicare, 
the  actuaries  assume  no  offsetting  change  in  billings.  It  is  not  necessary  to  know 
how  billings  will  change  for  specific  medical  specialties  in  order  to  predict  the  total 
volume  response  by  physicians  to  payment  rate  changes. 

Mr.  Moody.  Well,  that  means  that  some  professions  would  go  far 
more  than  50  percent,  because  there  clearly  are  some  specialties 
where  they  do  not  control  their  volume  directly,  where  it  is  con- 
trolled by  

Mr.  Reischauer.  Under  the  new  fees,  certain  procedures  are 
going  to  have  increases,  too. 

Mr.  Moody.  So,  they  presumably  will  have  a  volume  reduction, 
which  means  those  specialties  which  are  on  the  price-cutting  side 
and  which  have  discretionary  volume  levels  by  a  physician,  as  op- 
posed to,  let  us  say,  drive  demand,  that  means  their  behavioral  re- 
sponse has  got  to  be  assumed  to  be  huge.  I  wonder  if  this  kind  of 
environment  has  been  tested.  I  mean  this  50  percent  offset  may  not 
be  appropriate  for  the  exact  environment  we  are  now  talking 
about. 

Mr.  Reischauer.  It  may  not  be,  but  we  probably  will  not  know 
the  answer  to  that  until  we  have  looked  back  several  years  over 
the  data  that  comes  out  of  this. 

Mr.  Moody.  You  can  see  why  they  would  find  it  offensive  at  this 
point. 

Mr.  Reischauer.  Yes. 

Mr.  Moody.  Let  me  get  back  to  the  Canadian  system.  How  do  the 
Canadians  ration  care?  We  know  they  ration  it  by  queuing,  clearly, 
but  it  is  more  than  just  queuing.  There  is  also  this  technology 
effect  you  described  in  your  statement. 

I  was  talking  to  a  Canadian  doctor  the  other  day  who  says  that 
this — what  is  this  machine  that  breaks  up  the  

Mr.  Reischauer.  Magnetic  resonance  imaging,  MRIs. 

Mr.  Moody.  Well,  that  is  that,  but  

Mr.  Reischauer.  They  have  one-seventh  the  number  of  MRIs 
that  we  have  on  a  per  capita  basis. 

Mr.  Moody.  They  are  just  waiting  for  an  MRI,  but  a  lot  of  people 
just  do  not  end  up  getting  an  MRI. 

Mr.  Reischauer.  Right,  and  a  lot  of  people  in  the  United  States 
probably  get  MRI  examinations  that,  while  providing  useful  medi- 
cal information  and  marginally  improving  the  diagnosis  of  the 
doctor  on  a  strict  cost-benefit  ratio,  do  not  supply  1,000  dollars' 
worth  of  new  information  and  are  probably  inappropriate  from  a 
cost-benefit  point  of  view. 

Mr.  Moody.  That  are  probably  inappropriate. 

Mr.  Reischauer.  Yes. 
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Mr.  Moody.  What  about  in  the  area  of  life-saving  technology  or 
something  that  is  much  more  acutely  important  to  the  patient 
than,  let  us  say,  whether  his  knee  has  arthroscopic  surgery  or  not. 
The  machine  that  dissolves  gallstones — I  forget  the  name  of  it. 

Mr.  Reischauer.  Ultrasonic  treatment. 

Mr.  Moody.  Somebody  in  the  audience  will  know.  Lithrotripsy,  in 
Canada  that  is  practically  unknown,  that  you  only  remove  gall- 
stones by  incision  and  removing  them  physically.  So,  it  is  not  a 
question  of  inappropriate  MRIs.  We  are  talking  about  something 
much  more  fundamental  than  inappropriate  MRIs,  excessive  MRIs. 
In  other  words,  patients  there  have  to  be  cut  open  to  have  gall- 
stones removed,  because  the  Canadian  Government  just  has  not 
been  willing  to  put  the  kind  of  capital  expense  into  those  proce- 
dures. 

Mr.  Reischauer.  Even  though  the  procedure  they  use  might  be 

more  expensive,  more  dangerous,  and  in  every  dimension  

Mr.  Moody.  Inferior. 

Mr.  Reischauer.  Inferior,  right. 

Mr.  Moody.  I  guess  my  point  is  that  cost  containment  strategies 
have  to  be  tailored  in  a  way  not  to  have  the  effect  they  seem  to  be 
having  in  some  areas  in  Canada. 

Mr.  Reischauer.  I  mean  you  cannot  have  it  all.  This,  as  you 
know,  is  a  set  of  tradeoffs,  and  where  you  draw  the  line  will  be  a 
judgment  that  each  society  makes  on  its  own.  The  British  have 
made  a  harsher  decision  than  the  Canadians  or  the  Germans.  We 
have  made  almost  no  effort  to  draw  the  line. 

Mr.  Moody.  Can  you  think  of  ways  of  fine  tuning  a  system,  so 
that  you  cut  out  the  excess,  but  you  do  not  have  some  of  the  oppo- 
site negative  affects. 

Mr.  Reischauer.  There  are  marginal  changes  that  some  people 
have  suggested  we  could  make  in  our  system,  such  as  not  allowing 
the  folks  who  supply  patients  to  the  MRI  facility  to  own  it  and  to 
profit  from  the  volume  of  the  referral.  That  would  be  one  small 
step.  The  other  extreme  would  be  complete  Government  control 
over  the  number  and  use  of  these  machines. 

Mr.  Moody.  Thank  you. 

Chairman  Stark.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you  very  much,  Mr.  Chairman. 

You  made  a  very  interesting  comment  in  the  course  of  your 
statement.  This  dialog  between  you  and  Mr.  Moody  has  enlarged 
on  your  statement  which  you  made  in  response  to  Mr.  Russo  and 
also  in  the  body  of  your  testimony. 

You  made  the  comment  that  global  targeting  or  some  kind  of  na- 
tional price  management  makes  it  easiest  for  you  to  estimate,  but 
runs  the  greatest  risk  of  adversely  affecting  quality  and  access.  I 
think  your  dialog  with  Mr.  Moody  demonstrates  exactly  why  that 
happens  when  you  control  prices.  What  happens  technologically 
and  in  other  areas  of  the  health  system  raises  very  serious  quality 
and  access  questions. 

Along  that  line,  I  have  seen  many  sets  of  data  comparing  the 
United  States,  Canada,  and  Germany.  In  length  of  hospital  stay  we 
are  well  below  the  average.  In  number  of  hospital  beds  per  person, 
we  are  below  average,  and  even  in  average  number  of  doctors  per 
population,  we  are  about  average. 
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The  big  dramatic  difference  between  their  costs  and  ours  is  the 
cost  per  hospital  day,  and  I  think  the  cost  per  office  visit.  In  my 
estimation,  both  of  those  reflect  this  denser  technological  capability 
that  our  system  has.  It  is  more  expensive  per  day  in  the  hospital, 
because  we  do  more  tests,  use  more  equipment,  and  we  get  you  out 
sooner. 

Would  you  say  that  is  a  roughly  valid  conclusion,  that  the  big 
cost  difference  in  statistics  comes  out  when  you  look  at  costs  per 
day  in  hospitals  and  cost  per  office  visit? 

Mr.  Reischauer.  I  was  looking  to  see  if  I  had  that  information 
with  me,  and  I  do  not  think  I  do.  I  do  not  know  off  the  top  of  my 
head  whether  that  is  the  largest  contributor,  but  I  think  you  have 
put  your  finger  on  some  very  valid  points. 

Mrs.  Johnson.  I  think  this  is  very,  very  critical.  If  you  would  get 
me  the  data  comparing  nations. 

[The  information  follows:] 

Question.  What  accounts  for  the  differences  between  the  United  States  and 
Canada  on  spending  for  hospital  and  doctors'  visits?  Per  hospital  day  and  per  physi- 
cian visit? 

Answer.  Three  major  differences  between  health  spending  in  the  United  States 
and  Canada  are:  costs  of  administering  the  payment  system  itself,  intensity  of  hospi- 
tal care,  and  rate  of  escalation  in  physician  fees. 

The  differences  in  administrative  costs  are  primarily  the  result  of  universal  cover- 
age and  a  single-payer  system  in  Canada.  Canada  has  eliminated  or  greatly  reduced 
the  costs  of  designing  and  marketing  health  insurance  products,  determining  cover- 
age status,  and  billing  multiple  payers. 

The  differences  in  average  daily  hospital  costs  are  caused  primarily  by  the  use  of 
fewer  services  per  diem  in  Canada.  This  fact,  in  turn,  may  be  related  to  having  less 
high-technology  equipment  and  personnel  whose  average  skill  levels  are  lower  than 
those  of  their  counterparts  in  the  United  States.  The  lower  costs  per  diem  in 
Canada  are  offset  somewhat  by  providing  more  days  of  care  for  each  admission. 

The  differences  in  physician  costs  for  each  visit  are  caused  primarily  by  lower  fee 
levels  in  Canada.  Canada  has  had  a  fee  schedule  for  nearly  20  years  that  applies  to 
everyone  and  that  currently  prohibits  balance  billing.  The  United  States,  by  con- 
trast, is  just  now  putting  its  first  fee  schedule  for  physicians  into  place,  but  it  ap- 
plies only  to  Medicare  patients  and  permits  some  balance  billing. 

Mr.  Reischauer.  What  we  are  really  interested  in,  obviously,  is 
outcomes.  How  much  does  it  cost  for  a  person  with  a  specific  health 
problem  to  be  treated  successfully?  Maybe  whether  one  stays  in  the 
hospital  one  day  at  $1,000  a  day  or  5  days  at  $200  a  day  is  not  that 
important. 

Mrs.  Johnson.  But  you  in  your  shop  will  never  be  able  to  deal 
with  outcomes  because  the  number  

Mr.  Reischauer.  I  realize  that,  but  it  strikes  me  that  you  are  ob- 
serving that  in  some  other  countries  people  stay  in  the  hospital  in 
these  other  countries  a  lot  longer  than  they  do  in  the  United 
States,  so  it  is  not  unreasonable  to  expect  the  daily  rate  in  the 
United  States  to  be  higher. 

Mrs.  Johnson.  That  is  part  of  it.  I  do  think  we  want  to  look  at 
these  statistics  and  see  if,  in  fact,  America's  costs  come  out  higher 
primarily  in  those  two  areas,  because  that  does  tell  us  a  lot  about 
technological  intensity. 

I  am  fundamentally  concerned  with  the  fact  that  your  whole  ap- 
proach to  analyzing  costs  is  backward-looking,  rather  than  forward- 
looking.  You  have  said  here  today  that  you  were  only  going  to  ana- 
lyze costs  on  the  basis  of  past  experience.  Well,  clearly,  past  experi- 
ence represents  failure  when  past  experience  leaves  you  with  cost 
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escalation  patterns  that  we  are  facing  today.  They  are  nothing  that 
you  can  model  the  future  on. 

The  new  ideas  that  talk  about  cost  control  do  not  have  any  reso- 
nance in  the  past  that  will  enable  you  to  talk  about  the  future. 
Now,  when  you  look  at  other  nations — I  am  only  really  familiar 
with  these  figures  in  terms  of  Canada — but  in  terms  of  Canada,  our 
cost  per  day  in  hospitals  is  very  much  higher,  and  our  cost  per 
office  visit  is  very  much  higher. 

I  think  then  you  would  be  in  a  better  position  to  talk  about  what 
will  happen  if  we  apply  patterns  of  practice  guidelines,  backed  up 
by  malpractice  reform.  We  need  to  take  away  the  incentive  to  do 
unnecessary  care  and  we  must  educate  as  to  what  necessary  care 
and  good  care  is.  Then  we  can  assume  that  we  will  cut  out  a  cer- 
tain category  of  care  and  some  other  costs  with  it  that  have  more 
directly  to  do  with  changing  the  litigation  environment. 

It  seems  to  me  that  you  are  going  to  have  to  think  about  that 
kind  of  cost  analysis  and  how  firmly  we  can  gird  that  in  the  future, 
because  that  is  going  to  be  critical  to  our  decision.  You  said  earlier 
there  is  no  silver  bullet.  There  is  no  silver  bullet.  A  single-payer 
system  leaving  all  the  incentives  in  place  is  very  soon  going  to 
leave  us  with  the  same  problems  we  are  facing  in  Medicare — a  long 
history  of  price  management  and  a  future  of  bankruptcy.  I  mean 
anybody  who  looks  at  Medicare  has  got  to  know  it  is  going  to  go 
bankrupt,  unless  we  radically  increase  tax  resources  to  support  it. 

So,  given  that  there  is  no  bullet,  and  given  that  there  is  a  list  of 
about  12  things  that  affect  cost  and  that  are  driving  costs,  it  seems 
to  me  you  are  going  to  have  to  find  some  way  to  help  us  look  at 
these  things.  If  we  reduce  the  rate  of  technology  spread  and  give 
people  better  practice  guidelines  and  incentives  to  stay  within 
those,  such  as  relieving  them  of  some  liability,  what  can  we  predict 
in  terms  of  costs? 

Mr.  Reischauer.  You  are  talking  about  some  quite  specific  kinds 
of  incentives  and  penalties.  In  my  remarks,  I  tried  to  point  out  that 
some  say  a  new  era  is  dawning  in  America,  that  labor,  manage- 
ment— everyone — is  concerned  about  health  care,  and  that  groups 
will  be  formed  to  control  health  expenditures.  In  this  new  environ- 
ment, Government  is  seen  supporting  these  voluntary  organiza- 
tions. You  tell  us  that  is  going  to  bring  costs  down  4  percentage 
points,  and  I  am  saying  that  is  a  nice  idea,  but  

Mrs.  Johnson.  But  it  will  not  work.  You  do  say  in  your  testimo- 
ny that  if  all  private  insurers  were  required  to  include  specific  con- 
trols— and  I  assume  you  are  making  some  assumptions  as  to  what 
controls  and  policies  

Mr.  Reischauer.  Right. 

Mrs.  Johnson  [continuing].  That  national  spending  would  go 
down  1  or  2  percent.  Now,  that  is  nothing  to  sneeze  at.  If  Canada's 
costs  are  going  up  at  the  same  rate  as  ours,  and  we  can  bring  ours 
down  2  percent,  that  will  be  some  kind  of  significant  contribution 
to  what  is  a  very  difficult  situation. 

So,  I  would  like  to  work  with  you  on  what  are  those  specific  indi- 
cators that  we  can  talk  about,  because  there  has  been  an  enormous 
amount  of  work  done  out  there  now. 

Mr.  Reischauer.  Right. 
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Mrs.  Johnson.  We  know  a  lot.  When  you  look  at  those  statistics 
between  Canada  and  the  United  States  that  show,  in  a  sense,  the 
excess  cost  of  our  approach  to  diagnostic  efforts  and  treatment  ef- 
forts, you  can  bring  those  figures  down  closer.  I  think  we  can  do 
some  real  stuff  there.  I  think  it  is  very  important  to  recognize  that 
the  MRI  that  you  referred  to  as  marginally  improving  the  diagno- 
sis may  be  much  more  important  in  a  malpractice  exposure  situa- 
tion like  in  America;  it  rules  out. 

There  recently  was  a  case.  I  forget  what  the  award  was,  but  it 
was  multimillion  dollars,  and  it  was  on  the  basis  that  the  MRI  did 
not  discover  something,  that  there  was  no  reason  to  indicate.  I 
mean  they  had  not  done  an  MRI,  but  had  they  done  an  MRI,  they 
might  have  been  able  to  see  that  something  was  there  that  there 
was  no  reason  to  believe  might  be  there,  but  in  the  end  was  lethal. 

Now,  not  only  are  Canada's  costs  10  times  less  in  the  malpractice 
area,  but  there  are  all  kinds  of  folks  out  there  of  good  repute  who 
say  that  the  cost  of  defensive  medicine  in  the  United  States  is  $30 
billion.  So,  you  are  going  to  have  to  help  us  deal  with  the  behavior- 
al situation  in  which  we  change  behavior  by  reforming  malprac- 
tice. We  change  behavior  by  applying  guidelines  and  making  that  a 
condition  of  getting  this  kind  of  insurance.  We  will  not  be  able  to 
do  it  by  Government,  because  we  are  not  that  confident.  We  are 
going  to  have  to  be  doing  it  by  all  plans  that  Government  subsidize. 
We  will  have  to  do  this. 

If  we  crank  it  down  clearly  enough,  what  I  hear  you  saying  is 
that  if  I  am  willing  to  crank  down  that  definition  of  what  plan  the 
private  sector  is  going  to  have  to  adopt,  you  will  be  able  to  price  it. 

Mr.  Reischauer.  Relative  values  for  the  services.  I  think  the 
most  extreme  problem  is  in  obstetrics,  because  it  raises  the  issue  of 
bundling  and  global  fees,  et  cetera.  I  agree,  I  think,  given  all  the 
interest  of  Medicaid  programs  and  private  payers  in  this,  that  we 
do  not  want  each  one  of  them  to  have  to  figure  it  out  on  their  own, 
and  that  it  would  make  a  lot  of  sense  if  HCFA — the  Health  Care 
Financing  Administration — were  told  to  make  it  a  high  priority. 
We  could  specify  the  problems  we  think  exist  and  ask  HCFA  to 
work  them  out.  We  will  work  with  you  on  this. 

Mrs.  Johnson.  I  really  think  it  is  important  to  get  on  record  that 
your  whole  approach  to  pricing  means  that  you  can  only  price  with 
any  accuracy  the  things  that  have  failed. 

Mr.  Reischauer.  I  tried  to  indicate  in  my  testimony  that  there 
are  a  number  of  things  that  have  worked.  They  are  small.  You 
yourself  cited  the  proportion  of  1  or  3  percent,  and  it  is  small,  but 
that  amounts  to  $6  to  $12  billion  a  year,  and  that  is  nothing  to 
sneeze  at. 

Mrs.  Johnson.  Thank  you.  I  look  forward  to  working  with  you  on 
this,  because  I  think  that  it  is  an  extraordinary  complex  problem. 
It  is  also  one  that  labor  and  management  in  the  Nation  are  work- 
ing together  on.  We  have  rarely  seen  that  kind  of  dedication  and 
coming  together,  small  business  and  large  business  are  involved 
and  members  of  both  parties.  At  least  to  this  point,  we  have  not 
developed  a  deep  political  divide. 

I  think  it  is  important  that  we  not  have  a  numbers  game  that 
ends  up  forcing  a  divide  that,  frankly,  would  be  antithetical  to  good 
solutions.  I  look  forward  to  working  with  you  on  it. 
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Thank  you. 

Mr.  Levin  [presiding].  Let  me  close  by  asking  you  a  few  ques- 
tions. You  know,  if  a  test  of  a  hearing  is  its  members  and  other 
participants  leave  more  confused  than  before,  then  these  hearings 
are  going  to  be  successful,  and  maybe  is  is  inevitable  that  there  is 
going  to  be  increased  confusion  before  there  is  clarity.  It  is  no  re- 
flection on  your  testimony.  You  are  probably  helping  us  by  compli- 
cating it  more. 

Let  me  see  if  it  is  within  your  role  to  help  clarify  it  a  bit.  There 
is  a  lot  of  resistance  in  this  institution  and  in  the  Congress  and  in 
the  country  to  a  single-payer  system.  It  is  much  easier,  I  think,  to 
work  with  it  conceptually  in  terms  of  cost  containment.  For  exam- 
ple, with  access,  like  almost  every  issue,  although  perhaps  not  qual- 
ity or  choice,  but  there  is  a  feeling  that  the  tradeoffs  may  be  too 
difficult,  too  unfavorable,  just  practically  too  overwhelming.  We 
cannot  make  that  kind  of  a  leap. 

So,  then  we  are  left  with  what  is  easier  to  enact,  but  much 
harder  to  conceptualize.  Now,  let's  spend  just  the  last  couple  of 
minutes — again,  this  may  go  beyond  your  role,  but  let's  see  if  you 
can  help  out,  because  everybody  will  be  reading  your  testimony, 
those  who  could  not  be  here — let's  take  the  cost  containment,  that 
is  what  we  are  supposed  to  be  focusing  on  here,  and  we  will  leave 
access  and  other  issues  aside. 

Take  your  testimony.  You  have  gone  through  the  options.  You 
have  been  around  Government  for  some  years.  Can  you  describe  a 
system  of  cost  containment  with  a  multiple-payer  system  that 
might  work? 

The  talented  staff  here  gave  me  a  note  reminding  all  of  us  that 
we  are  already  at  12  or  13  percent  of  GNP.  Even  if  we  limited 
growth  to  6  percent  a  year,  we  would  spend  50  percent  more  of 
GNP  on  health  than  other  nations,  so,  in  a  word,  we  have  a  long, 
long  ways  to  go. 

So,  if  you  would,  do  you  think  you  could  put  together  just  a  rudi- 
mentary cost  containment  system,  with  a  substantial  number  of 
payers  in  the  system,  in  the  structure?  Can  that  work? 

Mr.  Reischauer.  I  think  you  could  make  an  improvement. 

Mr.  Levin.  What  would  you  do? 

Mr.  Reischauer.  The  first  thing  would  be  to  impose  what  is 
called  an  all-payer  system,  as  opposed  to  a  single-payer,  in  which 
every  provider  would  be  reimbursed  at  the  same  rate;  identical 
rates  for  identical  services.  Rather  than  having  Sibley  Hospital,  for 
instance  being  reimbursed  by  5,000  insurance  companies  at  1,000 
different  rates,  there  would  be  a  single  rate. 

Mr.  Levin.  Should  that  be  at  the  top  of  your  list,  in  terms  of 
practicality? 

Mr.  Reischauer.  Yes,  in  terms  of  practicality.  Also,  because  I 
think  that  is  not  an  overwhelming  step  to  take,  and  since  we  are 
already  setting  fee  schedules  for  the  entire  Medicare  program, 
what  we  would  probably  do  is  apply  the  Medicare  rates  to  all  insur- 
ance payers. 

Mr.  Levin.  So,  we  would  take  the  DRG  system,  take  the  RVS 
system  in  Medicare  and  apply  it  universally  

Mr.  Reischauer.  It  would  have  to  be  expanded  to  procedures 
that  are  little  used  by  the  elderly,  disabled,  and  blind. 
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Mr.  Levin.  And  you  would  put  that  at  the  top  of  the  list  of  effec- 
tiveness and  practicality? 

Mr.  Reischauer.  Well,  you  are  the  politician  and  they  are  sup- 
posed to  judge  practicality,  not  

Mr.  Levin.  Workability? 

Mr.  Reischauer.  Yes,  workability.  And  you  would  get  savings, 
because  it  would  obviously  simplify  administrative  procedures  in 
providers'  offices,  and  also  simplify  the  roles  of  insurance  compa- 
nies. 

Do  you  want  my  second  step? 

Mr.  Levin.  Let  me  just  ask  you,  because  we  obviously  face  this  in 
Medicare,  very  much  face  it.  How  do  you  control  for  volume  in  a 
country  of  this  size,  with  a  pay  schedule? 

Mr.  Reischauer.  I  asked  you  if  you  wanted  to  hear  my  second 
step. 

Mr.  Levin.  So,  you  are  going  to  get  to  that  in  your  second  step? 
Mr.  Reischauer.  Yes. 

Mr.  Levin.  If  this  is  an  unfair  question,  but  I  think  it  is  really 
kind  of  the  gist  of  it.  We  can  talk  about  other  issues  and  they  are 
important,  but  if  there  is  not  kind  of  a  hub  here  to  a  proposal  that 
is  not  a  single-payer  system,  the  darn  thing  is  just  going  to  totally 
wobble. 

Mr.  Reischauer.  The  second  step  would  be  a  uniform  system  of 
monitoring  use  that  would  resemble  the  approaches  taken  by  most 
other  countries. 

In  managed  care  or  utilization  review  we  ask  the  patient  or 
doctor,  procedure-by-procedure,  is  it  appropriate  that  treatment  X 
is  being  provided  to  person  Y?  Most  other  countries  look  at  the 
practice  patterns  of  doctors  in  a  certain  specialty  in  a  particular 
geographic  area  and  ask  who  is  far  from  the  average?  Who  deviates 
from  normal  patterns?  Then  they  go  in  and  examine  those  provid- 
ers. Establishing  a  system  like  that  in  the  United  States  to  control 
or  monitor  volume  response  would  be  the  second  step. 

Then  I  think  you  would  make  a  series  of  more  minor,  supplemen- 
tary changes,  spending  a  lot  more  money  on  outcome  research, 
translating  that  research  into  accepted  practice  pattern  guidelines, 
and  trying  to  work  those  into  our  malpractice  environment.  So, 
that  is  my  bag  of  changes. 

Then  the  next  thing  that  I  would  put  on  the  list  in  this  support- 
ing role  would  be  some  effort  to  limit  the  proliferation  of  capital 
equipment  and  expensive  technologies.  I  am  not  sure  how  one 
could  do  that,  but  I  think  that  even  with  a  highly  diverse  system  of 
many  providers,  we  could  set  some  limit  on  the  number  of  MRIs, 
CT  scanners,  and  other  new  stuff  coming  down  the  pike. 

We  tried  this  to  some  extent  with  an  earlier  certificate  of  need 
program.  As  I  said  in  my  statement,  the  evidence  is  that  this  was  a 
failure,  but  many  people  argue  that  it  was  because  it  was  imple- 
mented in  a  highly  political  way.  I  mean  it  is  difficult  to  limit  the 
behavior  of  important  institutions  and  important  members  of  socie- 
ty in  your  geographic  areas,  so  there  are  political  hurdles  that 
have  to  be  overcome,  but  limitations  of  this  sort,  I  think,  would 
need  to  be  added. 

Now,  put  all  of  that  together  and  the  question  arises:  How  much 
did  we  save?  I  do  not  have  the  answer  to  that.  Could  we  reduce  not 
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only  the  level,  but  also  the  rate  of  growth?  I  am  in  no  position, 
really,  to  give  you  an  estimate,  but  that  would  be  my  starting  pack- 
age. 

Mr.  Levin.  That  is  very  helpful.  One  last  question.  It  has  been  a 
long  day.  If  you  go  over  that  system,  I  think  it  is  a  helpful  package. 
We  have  a  system  with  a  uniform  list  of  payments,  in  a  word,  both 
private  and  public  sector  and  a  uniform  system  of  monitoring. 

Mr.  Reischauer.  Right. 

Mr.  Levin.  What  is  the  advantage,  then,  of  that  over  a  single- 
payer  system? 

Mr.  Reischauer.  You  still  have  separate  insurance  companies  of- 
fering different  packages  to  different  people,  so  you  have  choice  of 
what  types  of  coverage  you  want.  You  have  more  choice  than  you 
probably  would  have  under  a  single-payer  system  for  providers. 

Mr.  Levin.  So,  even  though  there  was  a  uniform  payment  of  

Mr.  Reischauer.  You  asked  me  how  you  could  limit  prices  with- 
out changing  the  institutional  structure  of  what  we  have  now. 

Mr.  Levin.  Right. 

Mr.  Reischauer.  I  told  you,  and  then  you  said,  "Why  do  we  have 
to  have  the  current  institutional  structure?" 

Mr.  Levin.  No,  no,  no.  I  am  saying  what  is  the  rationale,  then, 
for  it? 

Mr.  Reischauer.  One  rationale  is  that  you  have  not  disturbed 
many  of  the  slumbering  giants  that  are  out  there. 
Mr.  Levin.  So,  it  is  really  

Mr.  Reischauer.  You  have  left  them  with  a  role.  There  are  still 
insurance  companies. 

Mr.  Levin.  Even  though  what  is  paid  for  is  regulated  and  the 
monitoring  of  it  is  regulated.  I  think  there  is  a  bit  of  an  enigma 
there.  When  you  get  beneath  the  surface,  I  think  that  is,  in  part, 
what  this  is  all  about. 

Mr.  Reischauer.  The  big  jump  is  that  the  single  payer  presum- 
ably is  the  Government,  and  the  single  payer  has  to  get  the  money 
somehow,  and  the  single  payer,  if  we  do  have  one,  is  going  to  have 
to  cover  all  Americans.  This  system  here  did  not  say  anything 
about  covering  the  33  million  Americans  who  are  uninsured. 

Mr.  Levin.  Sure.  You  will  be  in  a  center  of  a  lot  of  these  discus- 
sions, as  we  move,  and  it  is  good  to  have  somebody  with  not  only 
your  knowledge,  but  with  your  level  of  commitment,  it  really  is. 

Mr.  Reischauer.  Thank  you. 

Mr.  Levin.  It  is  3:25  and  we  go  our  separate  ways.  We  are  ad- 
journed. 

[Whereupon,  at  3:24  p.m.,  the  hearing  was  adjourned.] 
[A  submission  for  the  record  follows:] 
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STATEMENT  OF  ELI  O.  MELTZER,  M.D.,  PRESIDENT 
JOINT  COUNCIL  OF  ALLERGY  AND  IMMUNOLOGY 


The  Joint  Council  of  Allergy  and  Immunology  (JCAI)  is  a  nonprofit  organization  sponsored  by 
the  American  Academy  of  Allergy  and  Immunology  and  the  American  College  of  Allergy  and 
Immunology  to  foster  an  understanding  of  the  practice  of  allergy  and  immunology  and  policies 
conducive  to  good  medical  care  in  allergy  and  immunology.  We  are  taking  this  opportunity  to 
express  to  you  our  views  on  a  number  of  issues  affecting  the  practice  of  allergists  and 
immunologists  and  that  relate  to  health  insurance  and  health  care  cost  containment. 


AUergy  and  immunology  was  studied  in  the  first  phase  of  the  Harvard  project  on  the  Resource 
Based  Relative  Value  Scale  (RBRVS).  Allergy  and  immunology  services  were  found  by  the 
study  to  be  substantially  undervalued  by  Medicare  payment  policy.  The  JCAI  has  fully 
supported  the  Harvard  RBRVS  findings  and  data.  Unfortunately,  we  do  not  believe  that  the 
Administration's  proposed  rule  reflects  the  Harvard  findings  as  to  relative  values  for  allergy 
services  or  as  to  the  conversion  factor  involved.  We  strongly  urge  the  Congress  to  take  action 
to  correct  the  Health  Care  Financing  Administration's  (HCFA)  proposed  fee  schedule  rule.  If 
it  is  not  corrected,  the  important  reforms  relative  to  access  to  care  and  cognitive  services  will 
not  be  achieved. 

We  believe  that  the  6.5%  cut  on  all  but  visit  code  services  legislated  in  1990  has  also  resulted 
in  cuts  to  some  services  not  found  by  Harvard  to  be  overvalued  and  has  the  potential  to 
compromise  the  integrity  of  RBRVS. 


JCAI  supports  the  proposal  in  the  President's  budget  to  eliminate  payment  to  a  physician  for 
the  drawing  and  handling  of  specimens  where  the  related  lab  work  is  performed  in  the 
physician's  office.  The  lab  fee  ^'ould  ordinarily  cover  this  service,  and  a  separate  payment  is 
unnecessary.  However,  if  th6  lab  work  is  performed  elsewhere,  a  drawing  and  handling 
payment  to  the  physician  is  appropriate. 


We  would  like  to  stress  our  general  concern  as  to  the  adverse  effects  on  patient  care  resulting 
from  pre-existing  condition  clauses  in  private  health  insurance.  These  clauses  have  a  substantia 
negative  impact  on  the  ability  of  individuals  with  chronic  disease  to  obtain  adequate  health 
insurance  coverage  unless  they  are  qualified  for  Medicare.  This  has  a  very  substantial  effect 
upon  those  individuals  with  asthma  for  example,  even  if  their  asthma  is  under  good  control. 
We  would  support  efforts  to  eliminate  the  existence  of  such  clauses  in  private  plans  and  support 
legislation  to  do  so. 

Health  Maintenance  Organization  (HMO)/Managed  Care  Incentives  Not  to  Refer 

We  are  also  very  concerned  that  many  HMO  systems  and  other  managed  care  systems  using 
primary  care  "gatekeepers"  create  substantial  financial  incentives  not  to  refer  patients  in  need 
of  specialty  care  to  specialists.  We  are  supportive  of  the  OBRA  '90  amendments  dealing  with 
this  matter,  but  are  not  convinced  that  the  Department  has  adequate  resources  to  monitor  and 
review  HMOs  to  enforce  this  provision. 


We  have  expressed  in  comment  to  HCFA  our  concern  with  the  proposed  regulation  on  clinical 
laboratories  conducted  by  physicians.  The  regulations  are  far  too  restrictive  on  a  number  of 
very  common  and  simple  tests  used  by  allergists  and  immunologists  in  their  day-to-day  practice 
and  are  an  unnecessary  restriction  on  the  availability  of  expeditious  access  to  basic  medical 
services. 


We  also  believe  that  it  is  of  critical  importance  that  health  insurance  programs,  including 
Medicare,  emphasize  the  rights  of  patients  in  the  development  of  the  medical  plan  and 
treatment.  While  it  is  without  question  that  procedures  cannot  be  performed  on  patients  without 
their  informed  consent,  it  should  likewise  be  true  that  adequately  informed  patients  be 
empowered  to  affect  the  services  that  are  available  to  them  and  to  have  independent  second 
opinions  on  their  care  to  determine  what  care  is  optimal.  Such  rights  also  include  the  right  to 
be  informed  of  any  conflicts  of  interest  which  practitioners  may  have.  Patient  rights  also 
include  the  right  to  have  all  advertising  and  solicitation  relative  to  health  care  services  truthful 
and  accurate. 


Thank  you  for  this  opportunity  to  present  our  views.  We  would  be  happy  to  be  of  assistance 
to  you  or  your  staff  if  you  have  questions  pertaining  to  the  practice  of  allergy  and  immunology 
or  to  our  positions  on  health  care  policy  or  practice  issues. 
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